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F: MANY decades numerous critics have 


decried the wastes of di tribution and 
have clamored for more efficient marketing. 
To promote orderly marketing, American 
governments have given considerable aid to 
farmers’ and consumers’ cooperative asso- 
ciations. However inconsistent it may be, 
these same governments, under the pressure 
of organized interests, have placed various 
restrictions upon the chain stores, mail or- 
der houses, and department stores which 
have been instrumental in introducing im- 
portant marketing economies. 

The recent outpouring of legislative limi- 
tations upon chain stores and other large 
retailers, by taxation and otherwise, is rem- 
iniscent of the efforts shortly before 1900 
to restrain the mail order houses and depart- 


ment stores and of the opposition at various 
*A paper read at the joint round-table of the 


American Economic Association and the National 
Association of Marketing Teachers, Dec. 29, 1936. 


times to technological advances in industry 
by workers and other groups. The anti-chain 
store taxes, which will be discussed in this 
paper, are only one phase of the campaign 
against chain store organizations, which are 
charged with instituting dangerous monopo- 
lies, unfair price cutting, coercing producers 
into giving 


excessive discounts 


taxes, 


on pur- 
practicing short 
weights, sending profits out of the com- 
munity to absentee 


chases, evading 
unfair treat- 
ment of labor, not cooperating in community 
undertakings, and other abuses. 

The feeling against the chain stores origi- 
nates, in part, in the mistrust of large cor- 
porations in a period when the critics of 
corporation practices have besieged legisla- 
tures to adopt many reforms. The depres- 
sion of the 1930’s, with its hardships for 
numerous small retailers, wholesalers, 
manufacturers, and other groups, has em- 
bittered many of these elements against 


owners, 
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the chain stores, which have entered into a 
competitive struggle with the older market- 
ing institutions. Farmers have also com- 
plained of the sharp practices of the chain 
stores in buying produce. They have been 
joined by the small town newspapers, 
bankers, and others who have profited from 
the patronage of the independent merchants. 

It is also significant that protective tariffs 
and subsidies have long been employed for 
the protection of influential factions from 
outside competition, that progressive income 
and estate taxes have been utilized for ex- 
pressing disapproval of large fortunes, that 
corporations have long been subjected to 
special imposts with one argument or an- 
other, and that graduated profits taxes, the 
federal excess profits tax and the undis- 
tributed profits tax have been adopted not 
only to raise revenue but also to check the 
concentration of corporate control. The dis- 
criminatory chain store taxes therefore have 
numerous precedents in American tax his- 
tory and are one of the many restrictive 
measures growing out of the criticism of in- 
dustrial, financial, and marketing develop- 
ments. 


PUNITIVE CHAIN STORE TAXES 


After noting the history and the legal 
status of the punitive chain store taxes, cer- 
tain economic and fiscal problems connected 
with these taxes may be discussed. This 
paper will deal with the taxes on organiza- 
tions that control two or more stores which 
retail substantially similar merchandise. The 
discriminatory chain store taxes began to 
appear in the Southern states in the middle 
1920’s. The early laws imposed flat sum or 
graduated license taxes on chain stores, but 
they were generally rejected by the courts 
on constitutional grounds. The factions re- 
sisting the chains were undaunted, however, 
and proposed an increasing number of bills 
in the state legislatures calling for special 
chain store taxes. After the Supreme Court 
declared the graduated store license tax of 
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Indiana to be constitutional in 1931, a flood 
of punitive tax bills inundated the state 
legislatures. Several states, meanwhile, 
turned to graduated sales taxes as more ef- 
fective devices than license taxes in curbing 
chain store growth. In the three years, 1931- 
1933, perhaps not far from 500 discrimina- 
tory chain store tax measures were urged in 
the state legislatures, the great majority of 
which called for graduated license taxes. 

Year by year, in spite of a high death rate 
in the courts, the number of chain store 
taxes has steadily increased. Although chain 
store taxes were proposed in state legisla- 
tures as early as 1925, it was not until 1927 
that they were enacted into law. In that year 
three states inaugurated chain store taxes, 
all of which were found to be unconstitu- 
tional by the courts. By 1936, there were 
nominally 21 states imposing chain store 
taxes, but the Texas and Louisiana laws 
were restrained by court injunctions, the 
California law was rejected in a popular 
referendum, and in other states the chain 
store taxes were in litigation. One section 
of the Iowa law was recently invalidated by 
the Supreme Court. So far as could be de- 
termined, chain store taxes were in opera- 
tion in 18 states early in November, 1936, but 
some of these were facing the possibility of 
unfavorable court decisions. 

The states have generally imposed license 
taxes which are graduated in rate accord- 
ing to the number of stores operated in the 
state. The early flat rate license taxes have 
been abandoned in every state. In one state, 
Louisiana, the tax rate is based on the total 
number of stores operated anywhere in the 
United States. An ingenious tax has also 
been devised by Idaho and Florida, where, 
instead of graduating the tax rate upon the 
first, second, tenth, and further stores, the 
rate is graduated according to the total num- 
ber of stores maintained in the state, so that 
all the stores pay the same rate. A chain with 
2 or 3 stores in Florida thus pays $50 for 
each store, while one with 16 or more stores 
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pays $400 for each store, from the first to 
the last. 

In spite of the fact that the Supreme 
Court has ruled that three graduated sales 
taxes were unconstitutional, such taxes are 
apparently still levied in Florida, Minnesota, 
and South Dakota, in addition to the grad- 
uated license taxes. All of the states with 
chain store taxes impose graduated license 
taxes, the chief features of which may be 
described." 

The rates of the state chain store taxes re- 
veal little uniformity. In a few states they 
are only nominal, as in South Dakota and 
Montana, where the maximum rates are $10 
and $30 respectively. Generally, however, 
the rates are much higher. In five states, the 
operators of a single store are exempt from 
tax, but in the other states a tax ranging 
from $1 to $10 is imposed upon the first 
store of chain organizations and on the 
single units independently operated. The 
rate on the fifth store is usually $5 or $10, 
but it is $50 or over in three states. The 
rates on the tenth store range from $5 to 
$200, and on the twenty-fifth store from 
$10 to $500. In nearly half the states the 
rates increase somewhat for stores in ex- 
cess of twenty-five. North Carolina grad- 
uates her license tx up to $225 on stores 
in excess of 201. The highest license tax 
rate among the laws in operation is found 
in Idaho, where chains with stores in excess 
of 20 are taxed at the rate of $500 on each 
store. In the Texas law, however, which 
was restrained by a court injunction, the 
rate rose to $750 on each store in excess of 
50. In three states, as already noted, the 


*The chain store taxes of Virginia and Dela- 
ware are excluded from this discussion because 
they are not considered to discriminate against 
chain stores. According to the latest information 
available, punitive chain store taxes were in opera- 
tion in November 1936 in Alabama, Colorado, 
Florida, Idaho, Iowa, Indiana, Kentucky, Maine, 
Maryland, Michigan, Minnesota, Mississippi, Mon- 
tana, North Carolina, South Carolina, South Da- 
kota, West Virginia, and Wisconsin. They were 
restrained by court action in Louisiana and Texas. 
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graduated license taxes are supplemented 
by graduated sales taxes, which place a still 
heavier burden upon chain stores. There has 
been a tendency for the tax rates to increase 
as existing laws are revised and as new 
laws are adopted, but some of the early laws 
that the courts rejected were levied at very 
steep rates. 

The tax exemptions, like the rates, also 
vary from state to state. Approximately two- 
thirds of the states exempt gasoline filling 
stations from the chain store taxes, and 
some states grant additional exemptions, 
such as cooperative associations. Four states 
allow no exemptions to stores of any kind. 
The chain store license taxes are payable 
annually, while the sales taxes are payable 
annually, quarterly, or monthly. The taxes 
are collected by the Tax Comissions or by 
other state officials. 

Although the chain store taxes were first 
devised in the South, over half of them are 
now levied in the North. Over half of them 
are collected in states east of the Missis- 
sippi River. Several local governments also 
impose chain store taxes. 


TAXES Parp By CHAIN STORES 


Data are not available to indicate the total 
payments of special taxes by chain stores 
in recent years.? The problem of determin- 
ing the amount of such taxes is complicated 
by the fact that the store license taxes gen- 
erally apply to the independently operated 
stores as well as to the chain stores, that the 
states do not customarily separate the taxes 
paid by the two classes of stores, that re- 
funds may not be deducted from reported 
collections, and that litigation costs may not 
be considered. The accessible data indicate 
that the chain store taxes usually yield in- 
significant revenues, apparently not aggre- 
gating more than a few million dollars an- 


?It has been estimated that the total state and 
local taxes paid by chain stores amount to 
$173,000,000 annually, but the discriminatory taxes 
are not separately computed. See Institute of Dis- 
tribution, Inc., Chain Store Manual, 1936, p. 4. 
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nually.* It was estimated that the California 
tax, which was defeated in a _ popular 
referendum, was to furnish over $1,000,000 
a year. In the fiscal year 1935, according to 
data supplied by the Tax Commissioners, 
the store license receipts were $163,771 in 
Kentucky, $43,738 in Maine, $107,700 in 
Maryland, $540,000 in Indiana, and $71,052 
in Wisconsin. West Virginia anticipates an 
average annual yield of not over $150,000. 

Data have been obtained from several 
chain store organizations which provide esti- 
mates of the license taxes they will pay in 
1936, as summarized in the table. The esti- 
mated taxes of the Kroger Grocery and 
Baking Company, as an illustration, will be 
$357,453 on the 1,677 stores operated in nine 
states with chain store license taxes. The 
total profits of this organization in 1935 
were reported to be $3,578,198, before de- 
ducting federal taxes and excluding income 
from subsidiaries. These profits averaged 
approximately $842 a store, while the dis- 
criminatory license taxes averaged about 


Maine, for example, reports that he has been 
able to lower collection costs from 20 to 
7.5 per cent of the receipts, but that the lat- 
ter figure may prove to be the normal cost. 
Indiana reported a collection cost of 8.2 per 
cent of the tax receipts in the fiscal year 
1936, while Wisconsin states that her col- 
lection costs average a little under 5.0 per 
cent. Some of the State Tax Commissions 
regard the chain store taxes as an unpro- 
ductive nuisance, while others look to them 
to supply increasing revenues. 


Tue Courts AND CHAIN STORE TAXES 


From the beginning, the chain store or- 
ganizations have fought the discriminatory 
taxes in the courts with considerable success. 
Many of the taxes have been invalidated by 
the courts, but, on the other hand, the courts 
have upheld the levy of certain types of 
taxation as being within the constitutional 
powers of the states. It will be possible here 
to mention only the cases where chain store 
taxes have been appealed to the United 


EsTIMATED LICENSE TAXEs, 1936 














. Stores States Estimated 

Number subject to imposing license 
Company of license license tax 

stores taxes taxes payments 
Kroger Grocery & Baking Co. 4,250 1,677 9 $357 ,453 
Safeway Stores, Inc. 3,150 394 5 90 ,492 
J. C. Penney Co. 1,443 514 18 72,129 
F. W. Woolworth Co. 1,861 476 18 51,278 
S. S. Kresge Co. 682 116 a. 22,958 





$213 a store in the several states involved. 
Thus, the punitive taxes were approximate- 
ly one-fourth of the profits in the states with 
license taxes if average conditions prevailed. 

The costs of collecting the chain store 
taxes have been high in some states, because 
of expensive litigation and the difficulties 
arising in compelling stores to comply with 
the tax laws. The State Tax Assessor of 


* A chain store official has estimated that such 
taxes may amount to nearly $5,000,000 a year. 


States Supreme Court. The graduated retail 
sales taxes may be considered first. In three 
cases, involving the Kentucky, Wisconsin, 
and Iowa taxes, the Supreme Court has 
ruled such taxes to be unconstitutional. The 
Kentucky case was decided first and has 
been a pattern for the later decisions. In 
1930 Kentucky levied a tax on the sales of 
retailers at rates graduated from 0.05 per 
cent on sales of $400,000 or less up to 1.0 
per cent on sales in excess of $1,000,000. 
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When the case reached the Supreme 
Court in 1935 (Stewart Dry Goods Co. v. 
Lewis) it was declared that the classifica- 
tion of stores according to the gross volume 
of their sales for graduated rates of taxa- 
tion was arbitrary and unequal, primarily 
because gross sales have no relationship to 
net profits. According to some observers, the 
Court might have held constitutional a tax 
on the net profits of retailers at graduated 
rates. It has also been suggested that the 
Kentucky decision might not prohibit a 
gross sales tax at graduated rates on chain 
stores if they were given a classification dis- 
tinct from other retailers not based on gross 
sales, because the Court has affirmed the 
right of the states to establish a separate 
classification for chain stores for purposes 
of taxation.* 

In the Wisconsin decision in 1935 and the 
Iowa decision in 1936, the Supreme Court 
reiterated its stand taken in the Kentucky 
case and found the graduated gross sales 
taxes of those states unconstitutional.’ In 
view of the three unfavorable decisions on 
this type of taxation, it is possible that the 
states will be slow in enacting further 
graduated sales taxes, although some ob- 
servers believe that the states may be able 
to develop a variety of graduated sales taxa- 
tion which will stand the tests of the courts. 

The states have been more successful in 
their graduated license taxes, three of which 
have been accepted by the Supreme Court as 
constitutional, while only one has been found 
unconstitutional. In the epochal Indiana case 
in 1931 (Tax Commissioner v. Jackson), 


*See Honorable Fred L. Fox, Tax Commis- 
sioner of West Virginia, “The Taxation of Chain 
Stores,” p. 10, a paper read at the 1936 conference 
of the National Tax Association and to be pub- 
lished in its Proceedings for 1936. 

° The rates of the Wisconsin tax were graduated 
from 849 per cent on gross sales not over 
$100.000 up to 1%9 per cent on gross sales over 
$5,000,000. The Iowa tax rates ranged from $25 
on the first $50,000 of gross sales up to $1,000 
on each $10,000 of gross sales in excess of 
$9,000,000. 
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the Court was called upon to examine the 
validity of a license tax which was grad- 
uated from $3.00 on the first store up to 
$25.00 on all stores in excess of 20. In his 
brief against the tax, Mr. LaFayette A. 
Jackson showed that he would be compelled 
to pay a tax of $5,443 on his 225 grocery 
stores as compared with a tax of $675 on the 
same number of independent stores. By a 
5 to 4 decision, the Supreme Court declared 
that the law was constitutional. The ma- 
jority opinion stated that chain stores pos- 
sessed characteristics distinct from the in- 
dependent stores which could be used as a 
basis for peculiar taxation. The Court said 
that it was not passing upon the justice or 
the propriety of the law, and that the dis- 
crimination of the law against a certain class 
did not make that discrimination arbitrary 
if it were founded upon a reasonable distinc- 
tion.® 

The Indiana decision was a signal for the 
states to rush pell-mell into the promising 
field of graduated license taxes in the at- 
tempt to restrain growth. 
Further discouragement was given to the 
chain organizations in subsequent decisions. 
In 1931 the North Carolina tax of $50 on 
each store over the first was also held to be 
constitutional (Greai Atlantic and Pacific 
Tea Co. v. Maxwell). In the Florida case in 
1933 (Louis K. Liggett Co. v. Lee), the 
Supreme Court 


chain store 


conceded the right of 


*The Supreme Court declared, “The principles 
which govern the decision of this case are well 
settled. The power of taxation is fundamental 
to the very existence of the government of the 
states. The restriction that it shall not be so exer- 
cised as to deny to any the equal protection of 
the laws does not compel the adoption of an iron 
rule of equal taxation, nor prevent variety or 
difference in taxation, or discretion in the selection 
of the subjects, or the classification for taxation 
of properties, businesses, trades, callings, or occu- 
pations. ... The fact that a statute discriminates 
in favor of a certain class does not make it arbi- 
trary, if the discrimination is founded upon a 
reasonable distinction. ... The statute treats upon 
a similar basis all owners of chain stores similarly 
situated. In the light of what we have said this 
is all that the Constitution requires.” 
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Florida to segregate the chain stores from 
other retail stores for particular taxation, 
but denied that the state had the power to 
tax chain organizations operating in more 
than one county at rates higher than organi- 
zations operating in only one county, be- 
cause this distinction withdrew from the 
former the equal protection of the law.’ 

In the interesting West Virginia cases in 
1935 and 1936, the Supreme Court shed ad- 
ditional light upon the constitutional status 
of chain store taxation (Fox v. Standard 
Oil Co. of New Jersey, 1935, and Gulf Re- 
fining Co. v. Fox, 1936). The state had re- 
quired gasoline filling stations to be taxed 
as retail stores. The Court, upon receiving 
the cases, upheld the classification of the 
filling stations as stores for taxation in the 
first case, and in the next it declared that 
the leasing of the filling stations by the gaso- 
line distributors to the operators did not 
exempt the leased stations from paying the 
chain store taxes.® 

In the first West Virginia case, the Court 
stated that the rates of the tax might be 
graduated to the point where the average tax 
per store for a large chain would exceed the 
average profits per store. If a chain organi- 
zation should therefore multiply its units to 
the stage where the tax on its stores was 
greater than the profits, it would have to as- 
sume responsibility and could not obtain 
redress from the courts. The Supreme 


*The rates of the tax, as imposed under the 
1931 law, were graduated from $5 for one store 
up to $50 for each store over 75 where the chain 
organization operated in more than one county, 
but from only $5 to $40 if stores were operated 
only in one county. The law also imposed a tax 
on floor stock, and an additional county tax was 
further collected. 

*The rates of the West Virginia tax were 
graduated from $2 on the first store to $250 on 
each store in excess of 75. 

*The Supreme Court declared, in Fox wv. 
Standard Oil Co. of New Jersey, “When the power 
to tax exists, the extent of the burden is a matter 
for the discretion of the lawmakers. .. . Even if 
the tax should destroy a business, it would not 
be made invalid or require compensation upon 
that ground alone.” 
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Court also stated that the advantages of 
chain organizations increased with the num- 
ber of unit stores, and that the social and 
economic consequences became more far- 
reaching as more stores were added. “For 
that reason,” the Court said, “the state may 
tax the larger chains more heavily than the 
small ones and upon a graduated basis.” 

The decisions of the Supreme Court rule 
out certain types of discriminatory chain 
store taxes, but they approve other types. 
They indicate clearly that the states have the 
power to classify chain stores for punitive 
taxation. As the Court is now constituted, 
therefore, the chain organizations may ex- 
pect little assistance from it in obtaining re- 
lief from oppressive taxation.’® It is im- 
portant here to note, furthermore, that the 
Supreme Court decisions on the chain store 
taxes are related to earlier decisions up- 
holding the authority of the states to segre- 
gate the public utilities and other industries 
for particular methods of taxation. 


Tue INCIDENCE OF CHAIN STORE TAXES 


Who are the ultimate payers of the dis- 
criminatory taxes on chain stores? Do they 
remain with the owners of the stores, or can 
they be shifted to consumers in higher 
prices? These questions are difficult to an- 
swer because of the complicated problems 
involved. In some cases the taxes apparent- 
ly tend to remain with the chain stores, in 


* In fact, the so-called liberal justices have not 
shown any great sympathy for chain stores. In 
the Florida case in 1933 (Louis K. Liggett Co. v. 
Lee), Justice Brandeis declared, “The citizens of 
the state, considering themselves vitally interested 
in this seemingly unequal struggle, have under- 
taken to aid the individual retailers by subjecting 
the owners of multiple stores to the handicap of 
higher license fees. They may have done so merely 
to preserve competition. But their purpose may 
have been a broader and deeper one. They may 
have believed that the chain store, by furthering 
the concentration of wealth and of power and by 
promoting absentee ownership, is thwarting the 
American ideals; that it is making impossible 
equality of opportunity ... and that it is sapping 


the resources, the vigor and the hope of the 
smaller cities and towns.” 
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others they tend to be shifted to their pa- 
trons. It is sometimes contended that chain 
stores cannot shift their taxes because they 
exercise a monopoly control over retail 
prices and have already fixed their prices to 
permit the maximum profits, irrespective of 
taxes. There are reasons for believing, how- 
ever, that chain store business is still essen- 
tially competitive rather than monopolistic, 
as the Federal Trade Commission has con- 
cluded after extensive study. The Commis- 
sion is of the opinion that chain organiza- 
tions compete with each other as well as 
with the independent stores, and that in gen- 
eral no monopoly exists in the retail field, 
although in particular communities a certain 
chain organization might tend to monopolize 
the retailing of a specific class of commodi- 
ties.” 

Even if chain stores did possess a mo- 
nopoly of a particular market, a tax upon 
their sales, like a tax upon the sales of com- 
petitive enterprises, would tend to be shifted 
because it would be a tax on the margin of 
costs and not a tax on profits. It is true, of 
course, that lump-sum license taxes tend to 
remain with monopolies, but it cannot be 
taken for granted that chain store retailing 
is generally monopolistic. 

Considering the graduated license taxes, 
and assuming that competitive conditions 
exist, it may be stated at the outset that 
several obstacles arise in the attempt to shift 
these taxes. Where the chain stores must 
meet the competition of independent mer- 
chants who sell as cheaply and are not liable 
for discriminatory taxes, where chain store 
organizations operating many units in a state 
must compete with organizations operating 
only a few units or with department stores 
and mail order houses selling similar lines 
and escaping with little or no discriminatory 
tax, and where they must compete with out- 


"Federal Trade Commission, “Chain Stores,” 
Final Report on the Chain Store Investigation, 
p. 19, Senate Document, No. 4, 74th Congress, 
Ist Session, 1935. 
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of-the-state sellers in their retail markets 
who are not subject to similar taxes, it will 
be difficult, if not impossible, to shift puni- 
tive taxes to consumers. Chain organiza- 
tions with relatively large profits may find 
it easier to absorb their special taxes than 
to try to shift them, although as tax rates 
advance, the limit will be reached where the 
taxes will have to be shifted if the chain 
stores are to survive. 

Taxes can be shifted only by reducing the 
supply of the taxed commodity or service, 
or in this case only by reducing chain store 
sales. Tax shifting generally requires con- 
siderable time in order to readjust supply 
with a changing demand situation as prices 
advance. Temporarily, therefore, it might be 
impossible to shift taxes on particular chain 
stores because of the immobility of the in- 
vestment. If the tax rates on chain stores 
should be fixed at such a high level that 
they would raise prices substantially in ex- 
cess of the prices of competing stores, these 
taxes could not be shifted and would cause 
the abandonment of the chain outlets. It may 
well be that some chain store units operate 
at a loss or with no profits at a particular 
time, and a license or sales tax on these sub- 
marginal and marginal units will end their 
existence unless it can be shifted. A license 
tax or sales tax larger in amount than the 
profits of the successful chain stores would 
also exert pressure upon them to close un- 
less they could pass on to consumers enough 
of their taxes to recover their losses from 
the payment of taxes. 

Chain store taxes imposed at a nominal 
rate might be absorbed by reducing profits, 
and moderate taxes might be equalized 
among the stores in areas not subject to spe- 
cial taxation. But graduated license and 
sales taxes of any great weight will increase 
the necessary expenses of chain store re- 
tailing and will tend to be shifted, although 
resisting factors may prevent this. If the 
chain stores must absorb punitive taxes, 
their patrons may not escape the ill effects 
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of these taxes, especially if the taxes are 
heavy enough seriously to hamper chain 
store operations and eventually to cause the 
decline of chain store retailing. Even if they 
do shift such taxes, however, the chain 
stores cannot escape all of their influence be- 
cause these taxes will presumably be shifted 
in price advances that will decrease sales 
and profits. To be of material aid to the in- 
dependent merchants and their allied inter- 
ests, the graduated chain store license and 
sales taxes must be heavy, and if they are 
heavy they will tend to be shifted to con- 
sumers, to the detriment of both the chain 
stores and their patrons.’? 


THE INEQUALITIES OF CHAIN STORE TAXES 


The discriminatory license and sales taxes 
are highly unequal in their effects on the 
various chain organizations selling the same 
or a different line of merchandise, on dif- 
ferent units of the same organization, and 
on consumers. A tax graded in rate accord- 
ing to the number of stores disregards the 
sales, stockturn, profits, and rate of return 
on the investment in the different stores. 
Several inequalities necessarily arise, as an 
examination of the chain store statistics as- 
sembled by such agencies as the Federal 
Trade Commission and the Harvard Bureau 
of Business Research will demonstrate. 

1. The fact that the average unit store of 
the variety and department chain organiza- 
tions enjoys much larger sales and profits 
than the average unit store of the food 
chain organizations is disregarded, along 
with similar variations in other lines. 

2. No weight is given to the variations 
among different chain organizations and 
among the unit stores in the same chain or- 
ganizations in sales volume, stockturn, prof- 
its, and rates of return on the investment. 

3. The fact is overlooked that a corpora- 
tion may operate a relatively small number 
of department stores in a given state which 


* This tendency has been noted and emphasized 
by the Federal Trade Commission, op. cit., p. 82. 


enjoy relatively large sales and profits, and 
which are taxed at a low rate, while another 
corporation may operate numerous small 
food stores or outlets selling another line of 
merchandise and be taxed at a high rate on 
each outlet. 

4. One chain organization may merchan- 
dise such necessities as foodstuffs, while an- 
other may sell such so-called luxuries as 
candy or tobacco, but this distinction is ig- 
nored. 

5. Two organizations may merchandise 
similar commodities and operate approxi- 
mately the same number of stores in a state, 
but one may be much more successful than 
the other and have larger unit sales and 
profits, as well as a higher return on the in- 
vestment, but both organizations must pay 
the same rate of tax. 

6. The sales and profits of chain stores 
are also affected by changes in general eco- 
nomic conditions, but the rates of the license 
taxes are not adjusted to such variable con- 
ditions. 

The sales taxes, to be sure, do give weight 
to the sales volume of each unit store, but 
no normal relationship exists between sales 
and profits or the rate of return on the in- 
vestment. Business statistics indicate a great 
variation in the ratios of sales to profits and 
rates of return on investments among chain 
organizations selling different merchandise, 
among organizations selling the same mer- 
chandise, and among different units in the 
same organization. 

Perhaps it is of no great concern to the 
critics of chain stores that the discrimina- 
tory license and sales taxes are highly and 
fundamentally inequitable, but this fact is 
of the utmost importance to the chain or- 
ganizations and to consumers. If these taxes 
cannot be shifted, they rest unequally on the 
chain stores, and if they are shifted, they are 
regressive in their effects on consumers, 
pressing down most onerously on the poor- 
est patrons of the chain stores. When these 
taxes are shifted, they are ultimately levied 
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on consumers at the same rate regardless 
of differences in their income status. Where 
a chain store is most heavily patronized by 
persons of low and moderate incon.:s, li- 
cense and sales taxes upon it are especially 
harsh when they are shifted because they 
lessen the purchasing power of the classes 
least able to pay taxes. 

The conclusion is warranted that the puni- 
tive license and sales taxes are seriously in- 
equitable on chain stores if they are not 
shifted and on consumers if they are. From 
the standpoint of fiscal theory, both charges 
are very bad taxes. The combination of 
graduated license and sales taxes will make 
it possible to impose heavier burdens on the 
organizations with large unit stores, such 
as the mail order houses and the depart- 
ment stores, and they will further restrict 
the activities of all chain organizations. But 
the joint use of these two highly inequitable 
forms of taxation will not neutralize the 
harsh effects of either form, but will gener- 
ally multiply the inequalities in tax burdens. 


Tue EFrects oF CHAIN STORE TAXES 


Because the amounts collected from the 
discriminatory chain store taxes have thus 
far been relatively small, their unequal bur- 
dens have been mitigated. With the tendency 
for the tax rates to advance, however, it is 
possible that such taxes may result in far- 
reaching changes in distribution and have 
important repercussions upon consumers. It 
is highly difficult to separate the effects of 
the chain store taxes from the effects of 
other factors in marketing. The problem is 
confused by the common tendency of both 
the proponents and the opponents of the 
chain organizations to exaggerate the re- 
strictive influences of the punitive taxes. 
The point has apparently been reached in 
some states, however, where the taxes are 
becoming a serious factor in the competitive 
struggle between large scale distribution and 
the older marketing institutions. 

Several instances have recently received 
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wide publicity because of the alleged influ- 
ence of chain store taxes in causing drastic 
business reorganizations. Thus, the Iowa 
chain store tax has been blamed for the 
abandonment of its policy of running its 
own filling stations by the Standard Oil 
Company of Indiana, which gave up its re- 
tail outlets in Iowa first and later in other 
states. The Standard Oil Company of New 
Jersey is also reported to be transferring the 
great majority of its filling stations over to 
independent operation because of chain 
store taxes. The sale of the James Butler 
chain of grocery stores, which operated in 
the vicinity of New York City, to the store 
managers and the conversion of the stores 
into a voluntary chain, is also ascribed to the 
fear of discriminatory taxes. 

In such cases, however, it is probably 
generally true‘thus far that the chain store 
taxes were only one of a number of factors 
leading to a change of policy. In the case 
of the James Butler Company, for example, 
the corporation was in financial difficulties 
and apparently gave up its stores primarily 
for that reason. The relinquishment of its 
stores within New Jersey and New York 
State where no special chain store taxes are 
imposed, could hardly have been directly 
due to discriminatory taxation. The oil com- 
panies which have abandoned their filling 
stations have also sought to escape from the 
unpleasant, and sometimes unprofitable, re- 
sponsibility of operating their own retail 
outlets, in addition to avoiding punitive 
taxes. 


DISCRIMINATORY TAXES NOT JUSTIFIED 

The chain store taxes have generally not 
been severe enough to produce drastic 
modifications in chain store organizations. 
Many of the most objectionable taxes, for- 
tunately, have been outlawed by the courts. 
This early outburst of rather fruitless legis- 
lation is a warning of the future possibilities 
of discriminatory taxes, which should serve 
to prepare the chain organizations for 
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further attacks upon their existence. From 
the social standpoint, as many students of 
marketing have declared, the punitive chain 
store taxes are to be condemned. They are a 
political expedient for dealing with an eco- 
nomic problem—the struggle for survival 
between the new and the old in distribution. 
Perhaps the chief objection to these taxes is 
that they are intended to compel consumers, 
against their wishes, to give more of their 
patronage to the independent retailers and 
less to the chain stores, for which they have 
a preference under certain circumstances. 

The studies of the Federal Trade Com- 
mission and numerous other investigators 
verify the popular conclusion that prices in 
the chain stores are frequently less than in 
competing establishments. The chain organi- 
zations have inaugurated more efficient prac- 
tices in distribution and have realized im- 
portant advantages from large scale distribu- 
tion. In so doing, they have antagonized in- 
dependent merchants, wholesalers, and 
manufacturers whose interests are allied, 
and who believe they have a vested right to 
consumer patronage. It is significant that 
the organizations which have attacked the 
chain stores have represented producers and 
not consumers. The independent retailers 
and their affiliated groups, being unable or 
unwilling to meet chain store competition on 
even terms, have sought government aid for 
their protection regardless of the effects of 
their action upon consumer welfare. 

The purpose of the chain store taxes is 
social rather than fiscal. Taxation for non- 
fiscal purposes is never justifiable when the 
object to be accomplished is contrary to the 
general social welfare. Whether chain stores 
are a menace or not is a matter of opinion. 
The fact that many economists have ad- 
mitted the important contributions of the 
chain stores to more efficient and more ra- 
tional marketing should be given due weight 
here because these economists have usually, 
perhaps, spoken from the viewpoint of con- 


sumer interest rather than as the spokesmen 
of any particular faction in the controversy. 


CHAIN STORE TAXES AS A REVENUE 


A considerable number of state officials, 
including some of the State Tax Commis- 
sions, have advocated chain store taxes as a 
revenue measure. Because of the great reve- 
nue needs of the state and local govern- 
ments, their proposals have been thought- 
fully received. In urging chain store taxes 
as a revenue, several arguments are ad- 
vanced, which may be noted. It is said (1) 
that the chain store is a detriment to society 
which might well be curbed; (2) that chain 
stores are the recipients of special benefits 
because of their peculiar form of organiza- 
tion and should therefore pay special taxes; 
(3) that chain stores avoid their proper 
share of personal property taxes because 
their inventories are listed for taxation at 
lower values, since they buy more cheaply 
than the independent retailers, because they 
carry smaller inventories of stock than their 
competitors, and because the tax assessors 
do not have access to the chain store records 
in the distant central offices; (4) that addi- 
tional chain store taxation is necessary in 
order to equalize the taxation of the chain 
stores and their competitors; (5) that the 
chain stores have a greater ability to pay 
taxes than the independent retailers and 
should, therefore, be taxed at higher rates; 
and (6) that the chain organizations are 
large foreign corporations controlled by ab- 
sentee owners and should pay special taxes 
for the privilege of operating in the state.”® 

It is impossible here to discuss these argu- 
ments adequately, but in every instance they 

*For a statement of the revenue advantages 
of chain store taxes see Honorable Fred L. Fox, 
op. cit., L. B. Krueger, “How Should Chain Stores 
Be Taxed?” Bulletin of the National Tax Asso- 
ciation, December 1935, pp. 75-80, and F. K. 
Hardy, “Wisconsin’s New Chain Store Tax and 
Its Relation to Personal Property Taxation,” 
Bulletin of the National Tax Association, Decem- 


ber 1933, pp. 66-70. 
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appear to rest upon faulty assumptions. 
They are excuses for chain store taxes 
which have been devised by revenue-seeking 
agencies rather than a justification for them. 
One might well argue that the special bene- 
fits and privileges of chain store organiza- 
tions are reflected in their profits and sales, 
and that states with corporate net income 
taxes and with general sales taxes will ob- 
tain adequate revenues from these taxes in 
the application of the above principles. The 
chain store organizations, moreover, must 
pay the various special charges and taxes 
that are generally levied on corporations by 
the states and the various federal corpora- 
tion taxes which the unincorporated stores 
escape. 

stores should be taxed more 
heavily because they are more efficient than 


If chain 


certain independent retailers, because they 
have a faster stockturn, because they may 
have larger sales and may earn more profits, 
then the more capable and successful of the 
independent retailers should also be singled 
out for special taxation in order to lessen 
their advantages over the less efficient and 
capable retailers. If the arguments for chain 
store taxes are carried to their logical con- 
clusions, discriminatory taxes should be ap- 
plied throughout the whole field of distribu- 
tion to punish the more alert and energetic 
enterprisers in every line and of every type 
in order to protect the sluggards and the in- 
competents from the ravages of competi- 
tion. The revenue arguments for taxes on 
retailing would, from every rational angle, 
require the taxation of independent mer- 
chants as well as the chain stores with the 
same types of taxation. Some observers 
have already predicted that the voluntary 
chain organizations will be the next victims 
to suffer from the wrath of the organized 
retailers and other groups who advocate dis- 
criminatory taxes on their competitors. It 
appears to be definitely established that the 
State legislatures have the power to levy 
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punitive imposts on the voluntary chain or- 
ganizations should they care to exercise it. 


THE OUTLOOK 


In concluding this discussion, it may be 
well to remember that the persons who have 
promulgated the chain store taxes seem to 
have become unduly alarmed over chain 
store expansion and the possibility of chain 
store monopolization of retailing. A number 
of competent observers have recently de- 
clared that chain store expenses are suffer- 
ing an upward trend, that the period of most 
rapid chain store growth, in general, may be 
over, that independent retailers and those 
selling to them are becoming more success- 
ful in meeting chain store competition by 
imitating their methods and by resorting to 
such expedients as group buying, and that 
the disparity between the prices of chain 
stores and other retailers may steadily di- 
minish in the future.” 

As it becomes more evident that the chain 
organizations are not superhuman agencies 
free from all imperfections and with definite 
disadvantages, it is possible that the present 
bitter antagonism to them will subside, as 
the earlier criticism of the mail order houses 
and the department stores abated. On the 
other hand, it is theoretically possible that 
the federal government might join the states 
in placing additional tax handicaps on the 
chain stores, as the Federal Trade Commis- 
sion has suggested.’® It should certainly not 
be taken for granted that the state legisla- 
tures will immediately come to their senses 
and turn deaf ears to all pleas for discrimi- 
natory chain store taxes. 

Since the chain organizations cannot ex- 
pect any great relief from punitive taxation 

*The most recent statement of these trends 
which the speaker has seen will be found in the 
paper by Dr. Wilford L. White, “The Situation 
in Chain Store Distribution,” given before the 
Southern Economic Association, November 7, 
1936, and published by the Department of Com- 


merce. 
* See Federal Trade Commission, op. cit., p. 91. 
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in the courts, cannot avoid these taxes by 
leasing their stores to the operators, might 
be barred from resorting to developing 
voluntary chain organizations by heavy 
taxation, and may not wish to abandon their 
retail outlets as a means of seeking freedom 
from obnoxious taxation, it will be well for 
them to continue with renewed vigor their 
campaign to win consumer votes in their 
attack on discriminatory taxes. The recent 
success of the chain stores in California in 
defeating a chain store tax in a popular 
referendum gives hopes that an apgeal to 
the electorate may also be successful in other 
states. It will also be advisable for the chain 
organizations to court the favor of the nu- 
merous and politically influential farmers 
and workers more assiduously, and to create 
goodwill among housewives and consumers 
in general for their form of marketing. 

No plea need be made for the exemption 
of the chain stores from a_ reasonable 
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amount of taxation; they should be justly 
taxed along with other industries and forms 
of business organization. The chain organi- 
zations should also be required to obey the 
retraints of rational laws dealing with fair 
competition. On the other hand, the chain 
stores should not be made the object of 
punitive taxes and other unfair restrictions 
merely for the benefit of their competitors. 
The problems of efficient distribution are es- 
sentially economic rather than political, and 
they should be dealt with on the basis of the 
economic, rather than the political, merits of 
the contestants. Finally, the independent 
merchants and the groups which are asso- 
ciated with them should exercise their tal- 
ents in promoting more efficient marketing, 
instead of seeking the aid of legislative 
bodies in thwarting the application of im- 
proved methods in marketing by discrimina- 
tory taxation. 





A Marketing View of Competition 


WROE ALDERSON ! 
Division of Commercial Research, The Curtis Pub-ishing Company 


ARKETING specialists are vitally af- 
M fected by any legislation designed to 
regulate competition. So long as such legis- 
lation is pending or its outcome remains 
uncertain, marketing must be classed as one 
of the most hazardous of professions. For 
no other profession is faced with the possi- 
bility of such drastic revisions of the rules 
under which it must operate. 

Perhaps we should also be judged as one 
of the most supine of professional groups if 
we do nothing about it. For surely no one is 
better qualified to play a leading part in the 
consideration of measures designed for the 
regulation of competition. 

Since nothing less than the survival of the 
marketing profession is involved in this 
matter, it would appear worthy of the con- 
centrated attention of the newly formed 
American Marketing Association. The as- 
sociation might very properly offer aggres- 
sive leadership in the formulation of a mar- 
keting view of competition. 

The aim of this session is to precipitate 
discussion of these issues. The papers were 
chosen to illustrate the kind of materials 
bearing on competition which marketing 
studies can produce. We are not dealing 
with the Robinson-Patman Act or any spe- 
cific piece of legislation as such. We are 
directing our attention instead to the no- 
tions concerning the nature of competition 
which are embodied in current attempts to 
regulate it. 


Wuat Is ComPETITION ? 


The Robinson-Patman Act is one aspect 
of the continuing movement for an ever 


*Remarks at the Annual Convention of the 
American Marketing Society, Nov. 27, 1936. 


broader regulation of competition. Eminent 
lawyers say that this act embodies an atti- 
tude toward competition which diverges 
sharply from that followed in the Clayton 
Act. But any attempt at detailed interpreta- 
tion of its key provisions projects the ques- 
tion which was left hanging in the air with 
the passing of the N.R.A.—‘*What is com- 
petition al 

The two principal ideals which have been 
embodied in trade regulation are those of 
fair competition and free competition. In the 
Robinson-Patman Act the ideal of fairness 
seems to have definitely prevailed over the 
ideal of freedom. 

The objective of fair competition is the 
prevailing one among business groups which 
are currently seeking trade regulation. Un- 
fortunately the term is subject to as many 
interpretations as there are types of busi- 
ness concerns. But the ideal cannot be dis- 
missed as the rationalization of special in- 
terests. There may be greater danger to the 
public welfare in the high cost of unfair 
competition than in the threat of high prices 
where competition is not wholly free. 

Free competition, once the slogan of busi- 
ness interests, seems now to have been left 
largely in the hands of the economist. How- 
ever useful the concept may be in price 
theory, it embodies a notion of economic 
freedom which is no longer popular. Busi- 
ness men are cold to the offer of freedom 
if it is freedom to face what they deem to 


be unfair competition. But insofar as the 


ideal of the economist involves keeping open 
the channels for change, for differentiation 
and for improvement in efficiency, it is the 
most fundamental objective from the pub- 
lic viewpoint. 


The reconciliation of these viewpoints 
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must come from the marketing profession. 
For the marketing profession, consisting of 
those who are active in marketing and those 
who function chiefly as observers, is stead- 
ily engaged in watching markets at work. 
While economists assume a struggle for ex- 
istence in a competitive jungle, only market- 
ing men are prepared to write the natural 
history of the business jungle. 

It is the responsibility of the marketing 
profession, therefore, to provide a market- 
ing view of competition in order to guide 
efforts at regulation and to revitalize certain 
aspects of the science of economics. 


MATERIALS FOR A THEORY OF COMPETITION 


The thirteen numbered paragraphs below 
do not constitute a definitive statement of 
the marketing viewpoint of competition. 
The attempt is rather to list certain points 
which the marketing approach is likely to 
emphasize. 

1. The question “What is competition?” 
may be answered tentatively with a very 
general definition derived from biological 
parallels. “Competition is the set of relations 
existing between organisms because of the 
fact that they are seeking interdependent 
objectives within the scarcity boundaries of 
a common environment.” 

2. On the business level the study of com- 
petition is the study of the adaptation of 
business enterprises to markets. 

3. Markets, like natural environments, 
suffer sweeping changes. Qualitative changes 
in demand have even more crucial impor- 
tance than quantitative changes in supply. 

4. A market which is broadly homogene- 
ous as to basic consumer need is divisible 
almost without limit in terms of minor varia- 
tions in the character of the goods and serv- 
ices demanded. 

5. A fundamental aspect of competitive 
adaptation is the specialization of suppliers 
to meet variations in demand whether in- 
volving slight differences in product or in 


the time and place at which the buyer takes 
delivery. 

6. Semi-permanent relations grow up be- 
tween each segment of the market and cer- 
tain specialized suppliers. However, random 
pairing of buyer and seller, as under free 
competition, is always potentially present. 

7. Semi-permanent pairings have been 
called quasi-monopoly or monopolistic com- 
petition, terms which are misnomers since en- 
trenchment of specialized suppliers in sep- 
arate segments of the market is a great ob- 
stacle to the growth of true monopoly. 

8. The specialized supplier in the seg- 
mented market does not behave like a mo- 
nopolist.* He seeks profits of adaptation, 
which are profits of efficiency but broader in 
scope, involving not only the idea of doing a 
given job well but also that of picking the 
right job to do. 

9. The firm which seeks profits of adapta- 
tion is obliged to serve general economic wel- 
fare more directly and less wastefully than 
under orthodox analysis of over-investment, 
diminishing returns and mobility of capital. 

10. Market research, cost analysis and 
consumer advertising receive proper recog- 
nition under such a view as important tools 
of business adaptation. 

11. Price adjustments are also a_ basic 
aspect of business adaptation. Qualitative 
changes in demand and segmentation of mar- 
kets give rise to price policy which is a prev- 
alent aspect of price as it actually operates in 
the market. 

12. Equally important with the concept of 
competitive equilibrium, is that of competi- 
tive balance in merchandise distribution. This 
balance is a vital aspect of the ideal of orderly 
marketing. 

13. Competition includes strategic factors 
involving the survival or decline of whole 
broad types of business enterprise as well as 
individual concerns. 

*“Product Differentiation and the Integrating 


Price’—Wroe Alderson, American Marketing 
Journal—May 1936. 





pet 


pai 
N. 
tha 
ha’ 
fai 
fai 


uct 
ma 
re] 
du: 


cof 
ma 
at 

pre 
col 
bri 
on 
fo 
sal 
dre 
col 
Th 
gri 
int 
the 
co! 
ma 
los 
tri 
ma 
du 


the 











Competitive Relations in the 
Coffee Industry 


JACOB ROSENTHAL! 
Schonbrunn S. A. Company, Inc. 


r GIVES me great pleasure to appear be- 
| fore you to discuss the problem of com- 
petitive relations in the coffee industry, with 
particular reference to experience under the 
N.R.A., because I have felt for a long time 
that students of economics and marketing 
have been missing a great opportunity by 
failing to study more thoroughly, and by 
failing to make more use of such experience. 

The coffee industry, and coffee as a prod- 
uct have many special characteristics which 
make their study particularly valuable as a 
representative of the consumer goods in- 
dustries. 

The raw material supply in the case of 
coffee is imported in its entirety, and its 
manufacture while concentrated somewhat 
at port cities is by no means localized. In 
probably no other industry has distributor 
control of manufacturing or private label 
branding been developed so far. Coffee is 
one of the most important products in the 
food industry in volume and frequency of 
sale. Approximately one billion three hun- 
dred million pounds of roasted coffee are 
consumed annually in the United States. 
The frequency of coffee purchases in the 
grocery store, the large volume of sales, the 
intense consumer interest in and demand for 
the product, and the widespread intensive 
coffee brand advertising have combined to 
make coffee one of the most widely used of 
loss leaders. Above all there are few indus- 
tries as highly competitive, in the business 
man’s sense of the word, as is the coffee in- 
dustry. 

In brief it may be said that a study of 


* A paper presented at the Annual Convention of 
the American Marketing Society, Nov. 27, 1936. 
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competition in the coffee industry touches 
on practically all of the most crucial prob- 
lems of competitive relations raised by the 
modern developments of manufacturing anc 
marketing in consumer goods industries. 

The following somewhat sketchy descrip- 
tion of the set-up in the coffee industry, and 
summary of the Code adopted under the 
N.R.A. will serve as a background helpful 
to an understanding of my later remarks. 

Coffee is imported by roasters and pack- 
ers of coffee, either directly from producing 
countries or through importing jobbers. 
Coffee is roasted and packed either in 
branded packages or in bulk. There are three 
main general types of manufactures in the 
industry. 

First—Independent manufacturers who 
distribute their output through jobbers or 
direct to the retail trade. 

Second—Wholesale grocers who carry, in 
addition to the advertised brands which 
they buy from manufacturers and redis- 
tribute to retailers, a line of their own cof- 
fees which they roast, pack, advertise and 
distribute. 

Third—Retail organizations such as 
Chain Stores, which roast and pack their 
own brands of coffee for distribution to the 
consumer through their own outlets. These 
organizations of course also handle many 
other brands, consisting of the highly ad- 
vertised brands of local or national indepen- 
dent manufacturers. 

Independent manufacturers typically, in 
addition to their own advertised brands, 
conduct an extensive business in unadver- 
tised brands and private label manufactur- 
ing for jobbers and retailers. 
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The Coffee Code under the N.R.A. pro- 
hibited false and unethical advertising, com- 
mercial bribery, false invoicing, compulsory 
purchasing and substitution without notice 
to buyers. The field of the present Robinson- 
Patman Act was covered by three sections 
which— 

First—Limited advertising allowances to 
sums covering the actual cost to the dis- 
tributor of codperative printed advertising. 

Second—Required that quantity discounts 
must be based on substantial quantity differ- 
ences, and 

Third—Prohibited diversion of sales 
compensation or payment of brokerage to 
buyers. 

The provisions particularly applicable to 
the coffee business were: 

First—The prohibition of deals or premi- 
ums for the use and benefit of the distributor. 

Second—The prohibition of lending 
money or lending or renting all sorts of 
equipment as a means of inducing and tying 
up accounts, particularly in the restaurant 
field. 

Third—A prohibition against any mem- 
ber of the industry selling below his own in- 
dividual cost, except to meet the lower law- 
ful price of a competitor. 

Cost was defined in a separate cost 
formula approved by the N.R.A. The most 
significant fact in connection with this 
formula was that cost was based on replace- 
ment cost of the raw material as determined 
periodically on the basis of open mar’ ce 
quotations. You will note that these pro‘ 
tions covered not only unfair competition 
but also unsound and destructive compcti- 
tive methods. 

My discussion of competition in the coffee 
industry will center on three points. 

First—The competitive conflict between 
the smaller local company and the larger in- 
terstate or national manufacturer. 

Second—The problems relating to the 
manufacturer-jobber-retailer channel of dis- 
tribution, and 
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Third—The competitive conflict between 
mass distributing groups and national manu- 
facturers. 

It is not my assignment here this morning 
to discuss the theory of competition, but I 
should warn you that most of my remarks 
would be incomprehensible from the stand- 
point of classical definitions and assump- 
tions concerning competition. To the prac- 
tical operator in the coffee industry, com- 
petition means simply those acts of a com- 
pany in the same or related industry, which 
make it harder to maintain or increase sales 
volume and profits. It will, I believe, become 
apparent that this concept bears very little, if 
any relation to the classical concept of com- 
petition. 


Tue GEOGRAPHIC FACTOR IN COMPETITION 


Competition between local and national 
manufacturers revolves partly around geo- 
graphic factors and partly around strategic 
factors resulting from the difference in size 
of operation. 

One of the most significant issues is the 
question of legal control. It has been the 
unquestionable experience of the coffee in- 
dustry that State regulation of adulteration, 
misbranding and other unfair methods of 
competition has been lax and ineffective in 
most cases, as compared with Federal Regu- 
lation in the same field, and if I may venture 
a personal opinion, it is that most business 
men generally will have reason to regret 
their recent, new found love for state and 
local legislative control of business instead 
of their sound historic advocacy of strong 
centralized and uniformly effective Federal 
control. 

This factor resulted in one of the most 
serious defects of the N.R.A. as applied to 
the coffee industry. In one instance for ex- 
ample a Connecticut company cited for mis- 
branding in violation of the Code, and in 
violation of other Federal Laws for that 

1atter, went scot free because of uncertain- 
ty on the issue of interstate as against intra- 
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state commerce, and, mark you, the com- 
pany in question actually distributed the 
product in the State of Massachusetts as 
well as in its own State. It seems that the 
law under some circumstances is even able 
to make transactions intrastate which in- 
volve shipment across State lines. 

Until the law and the courts recognize 
what business men have long recognized— 
namely that practically all transactions— 
even a retail sale across a counter—vitally 
affect interstate commerce—just and effec- 
tive control will be difficult, and the area of 
competition between intrastate and interstate 
enterprise will be highly confused. 

Turning to competitive practices them- 
selves, if one were to ask the average local 
manufacturer in our industry what he con- 
sidered his main competitive advantage over 
the national manufacturer, he would reply 
—greater familiarity with local trade and 
conditions and greater flexibility of opera- 
tions. Let us see what this means— 

1. In the first place it means that the local 
manufacturer, in addition to greater knowl- 
edge, has the advantage of local social and 
economic contacts, and ties and the benefit 
of local sentiment and prejudice, which com- 
bined inevitably result in substantial com- 
petitive preference. 

Until recently, National Manufacturers 
have found this ground of attack a difficult 
one to meet—but two significant develop- 
ments have arisen partly to challenge this ad- 
vantage. The first is the pressure on the best 
available accounts for Reciprocity in buy- 
ing, and pressure through mutual financial 
tie-ups for business favor. The second is the 
recent tendency to base advertising appeals 
for patronage on the grounds of the social 
value of certain of the advertisers activities. 

2. In connection with flexibility of opera- 
tion it is undoubtedly true that local manu- 


facturers can make more speedy adjust- 
ments to changed conditions, offer better 
service, and generally because of closer con- 
trol of the sales force, pursue a more com- 
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plicated competitive policy than can na- 
tional manufacturers. An example of the 
possibilities of such flexibility is the prepara- 
tion and changing of blends to meet a price 
or to suit a particular taste—a practice gen- 
erally not available to national manufac- 
turers. A local manufacturer is better able 
than a national manufacturer to use deals, 
premiums and collateral inducements such 
as loan or installment sale of equipment, and 
he almost invariably takes advantage of this 
fact. Altogether too often, however, flexi- 
bility of operation has meant merely that 
instead of a one price policy, local manufac- 
turers are much better able to operate on a 
higgling, all the traffic will bear, basis. Un- 
der the N.R.A. the few complaints against 
the open price provision in our code, were 
from local manufacturers who were openly 
averse to a published uniform price policy. 
In fact whether it be discounts, advertising 
allowances, discriminations or other prac- 
tices dealt with by the Robinson-Patman 
Act, the flexibility of the smaller manufac- 
turer has frequently, in the past, meant run- 
ning counter to the principles of such legis- 
lation. Incidentally, and for this reason, fail- 
ure of such legislation to apply to intrastate 
commerce must constitute one of its major 
weaknesses. 

3. Freight costs and the geographic factor 
in competition—Freight cost is a significant 
but not controlling factor in coffee competi- 
tion. Nearness to market is important main- 
ly for other reasons connected with the 
freshness of the product, and cost of pre- 
serving freshness. Generally speaking all ad- 
vertised brands of coffee are sold on a de- 
livered basis, uniform for the entire United 
States, with an occasional differential for 
Rocky Mountain sections on account of 
higher freight. On such business very little 
competitive conflict arises on account of 
freight cost issues. However, in the case of 
comparable types of bulk coffee, or unad- 
vertised packaged coffee, many competitive 
problems arise on account of freight costs. 
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A common practice is to quote F.O.B. 
plant on such coffees. This of course results 
in a competitive advantage near the plant, 
but a competitive disadvantage at distant 
points or markets nearer to other factories. 

It has also been a common practice to sell 
on a delivered basis with an average freight 
rate based on experience, included in the 
price. This practice usually on the part of 
larger interstate operators, has frequently 
worked to the competitive disadvantage of 
small, local companies in the interior, be- 
cause the averaged freight cost included in 
the price has been substantially below the 
actual freight cost to these competitive 
points. An interesting example of another 
effect of such policy occurred a few years 
ago. A large company, with a branch plant 
in Texas, offered coffees at a delivered price 
throughout the State. The local competitors 
saw their opportunity and pretty soon the 
branch plant found that practically all its 
business was coming from outlying points at 
a freight cost of more than 1¢ per pound. 
Very little coffee was being sold in nearby 
highly populated zones with a freight cost of 
less than 1%4¢ per pound. The company im- 
mediately shifted to an F.O.B. plant basis. 

On the whole it may be said that the com- 
petitive problem arising out of differences 
in freight costs is solved, if it can be called 
solved, not by a categorical policy but by a 
series of constant shifts and adjustments— 
selling F.O.B. plant to some sections, de- 
livered to others, equalizing freight where 
necessary and so on. One final point of in- 
terest on this subject. Coffee roasting plants 
located at ports of importation of green 
coffee can effectively compete in interior 
points with local manufacturers. However, 
interior roasters are unable to compete at 
seaboard points, because they must assume 
the combined cost of ‘inward freight and 
handling of the raw material as well as a 
delivery cost on the finished product, back 
to the port of entry. Because of this condi- 
tion, one interior roaster, who felt severely 
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such limitation of his market, proposed a 
Code provision which would have required 
the addition of a one cent per pound freight 
charge by all companies on all business re- 
gardless of the actual amount of freight 
cost, if any. He argued with considerable 
justice that this was the only way to elimi- 
nate the influence of plant location and to 
increase competition by enabling all com- 
panies to compete at all points. 


ADVERTISED vs. UNADVERTISED BRANDS 


Another basic competitive issue in the cof- 
fee industry, that of advertised brands vs. 
unadvertised brands, may also be discussed 
at this point because while it is true that 
there are many successful local companies 
dependent primarily on a highly advertised 
brand, it is true in general that the large 
national or interstate manufacturer is typi- 
cally an advertised brand distributor and the 
small local company is typically a distribu- 
tor of bulk and unadvertised brands. 

On this issue the determining competitive 
factor is not the respective selling prices to 
distributors, but rather the respective ulti- 
mate prices to consumers. The manufac- 
turer of unadvertised brands endeavors to 
sell at a price which will enable his product 
to be sold to consumers at a substantial dif- 
ferential below the consumer price of the 
advertised brand—a differential at least 
equal to the cost of advertising. 

On this policy such local companies are 
confronted with two basic difficulties— 

First—Distributors will not handle un- 
advertised brands or brands without over- 
powering consumer demand unless they re- 
ceive special inducements. 

Second—Generally speaking advertised 
brands of coffee are widely and continuous- 
ly used as loss leaders, while unadvertised 
brands rarely, if ever, are so used. 

This means that the full cost of distri- 
bution through to the consumer and more, 
is almost invariably added in the distribu- 
tion of bulk coffees, or unadvertised brands, 











and is frequently not fully covered in the 
case of advertised brands. This fact makes 
it extremely difficult for small local com- 
panies to maintain a sufficient differential 
in consumer price below advertised brands, 
to enable them to gain their competitive ob- 
jective. 

Furthermore, the small local company is 
hard put to it, to find sufficient inducement 
for distributors to handle his products at 
all, especially since there are so many 
brands they are forced to handle because of 
consumer demand. 

It is no exaggeration to say that in the 
coffee industry the loss leader evil is even 
more harmful to the small manufacturer 
than it is to the distributors. 

From the standpoint of the small local 
company, another difficulty is that distribu- 
tors have more and more abdicated their 
function of selling products and influencing 
consumer choice 





and have become con- 
tent to pass packages across a counter; at a 
margin less than the cost of doing business 
—and those merchants able and willing to 
“merchaidise coffee’—to use a common 
trade term, do so only at the price of dis- 
tributor dictation of the terms—such dicta- 
tion eventually leading in some cases to the 
distributor’s displacing the manufacturer 
and starting to roast and pack his own brands. 


CHANNELS OF DISTRIBUTION 


This discussion naturally leads us to a 
consideration of the Manufacturer-Whole- 
saler-Retailer Channel of distribution both 
in its internal aspects and in relation to the 
Chain Store channel. While a good deal of 
coffee volume is distributed through the 
wholesaler-retailer channel, probably much 
more is distributed direct from manufac- 
turer to retailer—especially when the fact 
of the widespread coffee roasting by whole- 
sale grocers is considered. 

One of the sharpest points of competitive 
conflict in the coffee industry is that between 
manufacturers distributing through jobbers 
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and those going direct to retailers. Here 
again the crucial point is the question of ulti- 
mate consumer price for the respective cof- 
fees. In the jockeying which goes on with 
respect to price differentials, the manufac- 
turer who goes direct considers that the 
price he must meet is the lowest price he 
finds quoted to the retail trade on his com- 
petitors’ coffee, namely the price at which 
some jobbers sell the product as a loss 
leader. The manufacturers who distribute 
through jobbers naturally consider this an 
unfair basis and become dissatisfied when 
they find their competitors selling coffee to 
retailers at a price below which their distri- 
butors typically and not exceptionally re- 
sell to the retailers. 

Another difficulty arises between such 
competitors in with market 
changes. The manufacturer who goes direct 
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has a distanct advantage on a declining mar- 
ket, because any change in price he makes 
downward is immediately effective as far as 
the retailer is concerned and is promptly, as 
a rule, reflected to the consumer. A manu- 
facturer who sells through jobbers, how- 
ever, is faced with resistance on a price de- 
cline, and it takes much longer for the 
change to be effective as far as the consumer 
is concerned. His sales suffer at such times 
and he is frequently forced to guarantee 
against a decline. 

On an advancing market the situation is 
reversed. For a month or more after a man- 
ufacturer who sells through jobbers has ad- 
vanced his price—particularly when the 
practice of “loading” distributors at the old 
price is followed—retailers and cousumers 
continue to buy the coffee at the old basis— 
while in the case of a manufacturer who 
goes direct, any price advance is immedi- 
ately effective to the retailer and consumer, 
and meets with resistance as well as com- 
petitive disadvantage. 

It is interesting to note that during the 
operation of the Code, on the occasion of a 
sharp market advance, many jobbers con- 
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tinued for some time to sell coffee to retail- 
ers at prices below the lowest lawful basis 
at which they could buy such coffee from 
manufacturers under the Code Cost Formu- 
la. This fact frequently makes it difficult 
for the industry as a whole to make neces- 
sary adjustments to higher costs. 

One final point on the question of the 
internal aspects of the Manufacturer-Job- 
ber-Retailer channel. Private label brands 
furnished to jobbers and retailers by smaller 
manufacturers, gave sufficient concern to 
manufacturers of advertised brands in re- 
cent years—that some of these advertisers 
extended their own line to furnish cheaper 
competitive non-advertised brands and pri- 
vate label brands to their distributors. 

Any consideration of private label brands 
naturally leads to consideration of the logi- 
cal development of this operation—namely 
entry by the retailer into the manufacturing 
field. In perhaps no other industry has this 
development gone so far, as it has in the cof- 
fee industry. The largest and most dominant 
manufacturer in the coffee industry is a 
chain store organization and this fact lends 
especial interest to the problem of the com- 
petitive issue in the coffee industry between 
the chain store and the Manufacturer-Job- 
ber-Retailer channel. It is also a fact that 
many other grocery chains in the country 
operate their own coffee roasting plants, 
although not necessarily with the same de- 
gree of success. 

My previous remarks have covered suf- 
ficiently some of the basic competitive con- 
flicts to enable you to appreciate the prob- 
lems of the small independent manufacturer 
in competition with the chain store. In my 
opinion there is no question of the ability 
of the local company to compete from the 
standpoint of efficiency. The crucial ques- 
tion is the intelligent codperation of the re- 
tailer on a consistent merchandising pro- 
gram and greater concentration of purchases 
with resultant cost reduction and elimina- 
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tion of certain competitive costs. The chain 
can force the necessary cooperation from 
its retail units, the independent manufac- 
turer must work for it. 

Of more particular interest at this point 
is the competitive issue between the Chain 
and the National Advertiser for control of 
mass markets. My previous remarks con- 
cerning difference in attitude towards mar- 
ket trends applies here with full force—the 
chain being in a more advantageous position 
on a declining or stable market, and at some 
disadvantage on an advancing market. The 
chain makes full use of special sales, some- 
times as frequently as every week-end, and 
has the advantage of being able to give its 
private brands by reason of heavy adver- 
tising the status of advertised brands—as 
far as consumer acceptance is concerned. 
The chain has the added advantage of being 
able to couple its brand advertising with 
price appeal. The result is that the chain 
builds volume by intensive cultivation— 
building a high per store sale of its private 
brands of coffee. The national manufacturer 
on the other hand gains volume by extensive 
cultivation—a small volume yield from a 
much larger available retailer distribution— 
even including substantial sales in the chain 
stores themselves. It is a peculiar fact that 
the leading competitors of the national 
manufacturers are at the same time their 
leading customers. The ability of chain or- 
ganizations to influence the consumer price 
of independent advertised brands which 
they handle, results frequently in a pricing 
policy for such brands—designed to create 
a favorable relative price set-up for their 
own private brands. In this relationship also 
the chain as a buyer has the advantage of 
being equally well informed with the inde- 
pendent manufacturer, concerning important 
market and trade trends. 

Another very advantageous competitive 
weapon in the hands of the chain is the use 
of different prices in different territories, a 
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device not available to manufacturers in the 
same way, and for the same purpose as used 
by the chains. 


CONCLUSION 


In concluding my discussion, I would like 
to make some general comment on the some- 
what bald recitation of facts which I have 
presented to you. I entered the coffee indus- 
try after a certain amount of study devoted 
to economic theory—and soon found that 
such background was of very little help for 
any understanding of the facts, conditions 
and problems of competitive policy. In few 
cases did classical price theory have any ap- 
plicable significance to competitive prob- 
lems. I found habit and chance and friend- 
ship and numerous other relationship exert- 
ing in many cases a greater influence on 
competitive result than price. I was met in 
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one instance with the contention that a com- 
pany manufacturing a highly advertised 
brand of coffee which we will call Brand 
X is not in competition with any other man- 
ufacturer in the industry, because only such 
company can sell Brand X. Gradually I 
came to the realization that there existed 
in the coffee industry, at least, a highly com- 
plicated inter-related price structure—sub- 
ject to far-reaching shifts and adjustments 
throughout—frequently as the result of a 
single change in price or policy at some dis- 
tant and apparently unrelated point in the 
structure. 

In brief, and in conclusion, I found that 
business men had been so busy multiplying 
variations in competitive practice and com- 
plications in competitive problems as to out- 
distance by far the progress made in the 
study of the theory of competition. 
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5 pew SUBJECT of geographical price rela- 
tions may, at first glance, seem to be a 
highly specialized topic deserving only of the 
interest of the technical price statistician, 
but without much significance for the eco- 
nomic community at large. However, a more 
thorough analysis shows that this view is 
not quite correct. The existing geographical 
pricing systems have been, and are at the 
present time, being challenged by statutory 
regulations, hearings and examinations by 
federal agencies ; so that the time is ripe for 
an analysis and review of the various con- 
cepts surrounding this matter. The subject 
is one which concerns all of us. Practically 
every industry and trade, consciously or un- 
consciously, engages in the practice of sell- 
ing at prices which are differentiated upon 
a geographical basis. This fact may be quick- 
ly seen by an examination of the most typi- 
cal or representative pricing systems preva- 
lent in marketing. 

The distributor who sells in uniform price 
zones or at a uniform price over the entire 
country illustrates this situation. His deliv- 
ered prices to consumers, within each zone 
or throughout the country, as the case may 
be, are uniform; but his prices at the mill 
are different for practically every district 
to which he sells. The net price which the 
producer obtains is the price paid by the 
consumer minus the delivery costs; thus re- 
sulting in a system of differentiated net 
prices due to varying delivery costs. 

A different system of geographical price 
differentiation is found in the case in which 
the producer practices freight equalization. 


* A paper presented at the Annual Convention of 
the American Marketing Society, Nov. 27, 1936. 


The essence of freight equalization can be 
summarized in the fact that while inclusion 
in the delivered price of the full amount of 
freight incurred by the seller is regarded as 
the basis for the computation of delivered 
prices, an amount lower than actual freight 
will be included by any seller who has to 
compete with another seller who is freight- 
wise more favorably located than the form- 
er. In this manner all prospective sellers 
competing for business at a given place 
equalize that element in their delivered 
prices, which represents freight, by reduc- 
ing it to the lowest freight rate actually paid 
by any one of them. The difference between 
the amount recovered as part of the deliv- 
ered price and the amount defrayed is ab- 
sorbed by the seller. If this method of pric- 
ing is practiced, it is clear that the seller 
will obtain very different net yields on the 
individual sales made by him. Whenever he 
sells to a distant destination and has to ab- 
sorb a substantial amount of freight, his net 
return will naturally be much lower than 
on sales made in his immediate vicinity or to 
points where he is not forced by competition 
to absorb any freight. 

Similar to the freight equalization scheme 
in certain respects, though substantially dif- 
ferent from it in others, is the system of bas- 
ing point pricing. Under this system prices 
for the commodity in question are quoted 
exclusively as of a certain basing point or 
basing points; and all sellers, regardless of 
their actual shipping points and the dis- 
tances over which their goods are actually 
transported, charge the basing point price 
plus freight from the basing point to destina- 
tion. In this system an element of fictitious 
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freight is charged by producers selling to 
delivery points which are freightwise nearer 
to their mills than to the basing point. In this 
fact lies one of the outstanding differences 
between the basing points system and the 
practice of freight equalization. 

Examples of these various geographical 
price systems are numerous. Uniform zone 
systems of pricing are found in the salt in- 
dustry, fertilizer industry, the mahogany 
branch of the lumber industry, and many 
other industries. Freight equalization was 
expressly provided for in a substantial num- 
ber of the old N.R.A. codes. Among them 
were the wall paper manufacturing indus- 
try, the wholesale wall paper trade, the laun- 
dry and dry cleaning machinery manufac- 
turing, certain divisions of the furniture 
manufacturing industry, certain steel prod- 
uct industries, the wholesale automotive 
trade and a great number of others. The 
most interesting examples of the basing 
point system are found in the iron and steel 
industry, the cement industry, the reinforc- 
ing materials fabricating industry, the cast 
iron soil pipe industry, the lime industry, the 
steel joist industry, and the oak and maple 
flooring branches of the lumber industry. 
The more general type of basing point sys- 
tem is the multiple basing point scheme with 
a number of basing points. However, single 
basing point systems are known, as for in- 
stance the much discussed Pittsburgh-Plus 
System in the steel industry before 1924 and 
the Birmingham basing point system in the 
cast iron soil pipe industry, which still is 
adhered to rather generally. 

In all of these cases the pricing system is 
distinguished by the fact that net yields or 
prices at the mill are differentiated accord- 
ing to the location of each customer. There 
is, however, widely spread through many 
industries and trades the other system of 
selling at uniform mill prices to all custom- 
ers. In this case, the cost to the consumer 
is the f.o.b. mill price plus the actual cost of 
freight from the producing mill to the con- 
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suming point rather than any arbitrary or 
fictitious amount of freight as would be 
charged in the cases of delivered price sys- 
tems which have been discussed above; such 
as, prominently, the basing point system. 

It is now of great interest and significance 
that there is a school of thought, widely ad- 
hered to among economists and legislators, 
which embraces the doctrine dogma that the 
existence of real competition within an in- 
dustry or trade is contingent upon the prac- 
tice of selling upon an f.o.b. mill or a uni- 
form mill system of pricing. 

This school of thought distinguishes be- 
tween what is called the normal differentia- 
tion of prices charged to buyers in different 
parts of the country, and what is referred to 
as discrimination in price between such 
buyers. 

The idea of a normal geographical dif- 
ferentiation of prices is based on the simple 
fact that transportation costs are a necessary 
element in the delivered price of any com- 
modity. It is clear that California or Florida 
oranges sell normally at a higher price in 
Wisconsin or Minnesota than they do at 
their places of origin and it is likewise clear 
that structural steel is cheaper at the doors 
of the mill in Pittsburgh or Chicago or 
Birmingham than somewhere in the Mid- 
Western Prairies or the Western Rockies. 
From this simple observation the general 
thesis has been derived that for every point 
in the country to which a commodity is de- 
livered the normal price should be composed 
of cost at the place of origin plus shipping 
expenses to destination, whereby the source 
of supply is chosen in such a way that the 
delivered price would be the lowest among 
all possible combinations of producers’ prices 
and shipping costs. From this assumption it 
follows that the prices paid in different lo- 
calities for the same kind of merchandise 
will display a very definite pattern. The 
prices prevailing in the immediate vicinity 
of low cost producers will be the lowest ones 
found anywhere in the country. As shipping 
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distances from these producing points to 
various destinations increase, prices will 
rise in proportion, and, to illustrate this situ- 
ation, the picture of an inverted cone can 
be used which indicates the regular distribu- 
tion of higher prices all around its surface 
proportionately to the greater distances from 
the point of production. It is needless to 
say that high-cost producers or producers 
unfavorably located with respect to trans- 
portation facilities will not be able to ship 
over as wide areas as low-cost producers 
or producers benefited by cheap shipping 
facilities can afford to do. Accordingly, if 
a price map were drawn into the geographic 
map of the United States we would see a 
pattern composed of a number of small and 
large concentric circles of rising prices ar- 
ranged around the different producers of 
the various commodities and partly en- 
croaching upon the territories of one another 
as low-cost producers are able to invade the 
areas surrounding high-cost producers. This 
pattern of geographical distribution of prices 
being regarded as normal, it is only logical to 
say that any other fashion of differentiating 
the prices between areas and localities is 
artificial and involves discrimination. From 
a legal point of view it is not entirely clear 
whether such geographical price discrimina- 
tion constitutes in all cases a violation of the 
Anti-trust Laws. However, the general atti- 
tude of the Federal Trade Commission has 
been to interpret such discrimination as un- 
lawful, or, at least highly questionable in its 
legality ; and the recently proposed Wheeler 
Anti-basing Point Bill, which occupied a 
Senate Committee during the last session of 
Congress but has not yet been enacted em- 
phatically confirms the Federal Trade 
Commission’s point of view. For better un- 
derstanding of the whole matter it seems 
advisable to examine somewhat more closely 
the arguments advanced for and against the 
different systems of geographic pricing. 

It is said that under the system of f.o.b. 
mill pricing more than under any other sys- 
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tem, competition among the sellers for the 
business offered by the prospective buyers 
will tend to bring the prices at the different 
centers of production down to the low point 
of actual cost of production. Competition 
will further induce the producers to strive 
continuously for improved methods of do- 
ing their business in order to gain cost ad- 
vantages over competing sellers. Thus, the 
best possible use will be made of the avail- 
able natural resources of the country, and, 
at the same time, the cost economies brought 
about by improved methods will be passed 
on to the general consuming public. More- 
over, as a drawback of all geographic pricing 
systems other than f.o.b. mill pricing, it is 
frequently pointed out that pricing systems 
which involve price discrimination between 
different sales regions lead simultaneously 
to an uneconomic distribution of shipments. 
By that is meant the fact that a market‘area 
is supplied with products from other areas 
which, precisely as demanded, might have 
been obtained at lower delivered prices 
either in the home market or from freight- 
wise less distant markets ; as is evidenced by 
shipment in sufficient quantities of the same 
product out of the home market or the less 
distant markets. Such uneconomic hauling 
—frequently referred to as cross-hauling— 
is unquestionably: facilitated by any system 
of freight equalization, basing point pricing, 
uniform zone pricing or similar practices. 
As it represents a wasteful use of labor and 
transportation equipment, it constitutes a 
serious indictment against trade practices 
which facilitate or promote it. 

However convincing the arguments of the 
advocates of f.o.b. mill pricing may sound 
when considered in the abstract, it is truly 
surprising to see how many important ele- 
ments of the matter this line of reasoning 
has entirely neglected. To contribute to a 
more realistic understanding of these ele- 
ments seems to open up a great and promis- 
ing field of industrial research, the soil of 
which has hardly been broken as yet. The 
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following remarks, necessarily curtailed by 
the limits of our time, cannot pretend to be 
of anything but a general suggestive charac- 
ter. 

First of all, I would like to focus atten- 
tion on the cost concept used by the advo- 
cates of exclusive f.o.b. mill pricing. They 
assume apparently that it is possible to de- 
termine the actual cost of production of 
every individual unit of product turned out, 
and likewise the actual cost of hauling every 
single shipment from producer to consumer. 
As a matter of fact this is far from being 
the case. Under conditions of joint produc- 
tion of a number of different products, or 
different grades of the same product, and 
furthermore, in all cases where fixed over- 
head elements and direct out-of-pocket ex- 
penses enter into the cost of an article, there 
is no way of ascertaining what the actual 
cost of any individual unit or product is. All 
methods of cost accounting are only con- 
sistent expressions of certain lines of busi- 
ness policy in the imputing of business ex- 
penses to items of output. They are not, for 
what they are sometimes being mistaken, 
mathematically determinate machines for 
computing anything like real cost of produc- 
tion. Under conditions of modern industrial 
production the real cost of production simply 
does not exist for any particular portion of 
the total product. From this point of view 
no blame can be leveled against a producer 
who takes different net yields for different 
portions of his output. It is wrong to say that 
the lower net return with which he contents 
himself for a certain part of his sales in- 
dicates that his cost is that low and he there- 
fore is not justified in obtaining a higher net 
yield on other parts of his production. In 
actual fact, all that can be contended with 
accuracy is that his books show a certain 
amount of total outlay during some business 
period, and that in order to make both ends 
meet he has to recover this outlay, with some 
fair margin of profit, in his gross business 
receipts. It is well conceivable, and in many 
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actual cases it is no doubt the fact, that some 
plant can be run at the optimum rate of 
operation, and thereby the lowest rate of per 
unit cost, only when extending its sales area 
by partial absorption of freight expenses on 
sales to more distant destinations. In addi- 
tion, there are, in some industries, very par- 
ticular considerations which imply a definite 
urge towards the establishment of geo- 
graphical price relations which make long 
distance shipments easier than they would be 
on the basis of a system of f.o.b. mill pricing. 
The hardwood flooring branch of the lumber 
industry may serve as a case in point. It is 
one of the peculiarities of the building mar- 
ket that certain cities habitually use only a 
certain size of floorings. Each flooring 
manufacturer, however, is forced by the 
nature of his production to cut out of a log 
an assortment of different sizes of floorings. 
He therefore must cater to the markets of 
different cities in order to find buyers for 
the varied portions of his product. Some of 
these markets might be and in actual fact 
are located at great distances from the pro- 
ducing mills, and the latter can hardly avoid 
resorting to some scheme of geographic price 
discrimination. Another example is fur- 
nished by the cement industry. Major 
cement-using projects such as highway or 
dam constructions are quite irregular as to 
the place of their occurrence, and the large 
mills with great volumes of capacity can 
therefore not afford to restrict their solici- 
tation of business to their immediate vicinity. 
As large construction projects appear in dif- 
ferent years at different places the mills have 
to reach out for business and make shipments 
over an area of widely altering radius. This, 
as a rule, cannot be done without some de- 
gree of discrimination in price as between 
regions and points of destination. Again, 
another reason the big establishments in the 
iron and steel industry find themselves 
forced to cater to different markets scattered 
widely all through the country. The modern 
technique of steel making has promoted the 
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arrangement of continuous iron and steel 
making facilities. Steel furnaces are erected 
right at the site of the blast furnaces from 
which the hot molten iron is directly con- 
veyed to the steel converters. In order to 
secure as far as possible continuous full 
operation of the iron and steel works, rolling 
and finishing facilities for different lines of 
semi-finished products are added as a 
further link to the arrangement of continu- 
ous production. In this way the desire to 
secure a reliable outlet for the crude steel, 
which is burdened with particularly heavy 
overhead costs, has led to the establishment 
of a well diversified line of finishing facili- 
ties; and the marketing necessities for the 
variety of semi-finished and finished articles 
lead in turn to shipments even to very dis- 
tant markets with relatively low net factory 
yields. Such a situation does differ from the 
theoretical pattern of free and perfect com- 
petition. Yet it may well be the most bene- 
ficial arrangement for labor, capital and con- 
sumers as well, and therefore desirable from 
the point of view of public policy. 

In certain industries the geographic pric- 
ing practices used today can only be fully 
understood when interpreted as an out- 
growth of the historical development of the 
industries in question. Let us take again the 
examples of the iron and steel and cement 
industries. During an early stage, production 
was almost entirely concentrated in a limited 
area; such as the Pittsburgh district for 
steel, or the Lehigh Valley for cement. In 
connection with movements of the popula- 
tion and with the industrialization of an ever 
growing part of the country, new production 
facilities were set up in regions distant from 
the original production districts. At first 
these new production points enjoyed a high 
priced level, determined by the prices in the 
old industrial centers plus freight rates from 
the old to the new producing areas. But as 
the productive capacity of the new districts 
grew, especially where favorable conditions 
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of raw material assembly, cheap labor or the 
like promoted their easy expansion (think 
for instance of the Great Lakes Region or 
the South), the danger of over-capacity and 
ruthless struggle for markets arose. The im- 
pact of such competitive struggle is naturally 
the more severe, the heavier the element of 
fixed capital is in an industry. In industries 
like steel and cement a substantial portion of 
their total cost is of the nature of fixed over- 
head and has to be met regardless of whether 
they run their factories full blast or only at 
a rate of ten or twenty per cent of capacity. 
In these circumstances, stability both of price 
and of business volume is of much more 
vital importance than it was in the days when 
industrial costs consisted chiefly of direct 
out-of-pocket expenses. 

The above mentioned factor of menacing 
excess capacity in industries like steel and 
cement, due to the development of new geo- 
graphical regions of production, gains addi- 
tional weight through the recurring business 
depressions from which our industrial sys- 
tem has suffered for more than a century. 
In these depressions the shrinkage of de- 
mand for heavy industrial products, such as 
steel or cement, frequently becomes so se- 
vere that a very few of the largest producers 
could well supply the purchases of the whole 
country. In such a condition price cutting 
resorted to by one producer leads to price 
cutting by others and, in a seemingly end- 
less downward spiral, to further price cut- 
ting by the first one. Yet, in spite of con- 
tinuously falling prices, nobody is able to 
keep his business volume at any satisfactory 
level. The interest of the producers invites 
fusions and mergers, and once we find a 
single or a very few companies of outstand- 
ing size and financial strength, the competi- 
tive logic of the situation seems to imply that 
as long as smaller companies continue to cut 
prices, the leaders of the industry will be 
induced to buy up and absorb such small but 
dangerous competitors. Consistent competi- 
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tion thus tends to lead to its own negation, 
that is, the rise of some monopolistic forma- 
tion. In the actual history of most industries 
we know, however, that the development 
has not proceeded to a point where a com- 
plete and nationwide monopoly was estab- 
lished. Much more frequent has been the 
rise of a situation which generally is called 
price leadership. By price leadership we 
mean the wide-spread reluctance in an in- 
dustry to deviate from the level of prices 
as set by the strongest industry member or 
members, caused by the general conviction 
that to pursue price competition to its logical 
end would mean eventual economic ruin for 
the majority of firms in the industry. Trans- 
lated into patterns of geographical price re- 
lations, such price leadership takes the form 
of basing point or zoning systems or some 
controlled limitation of the amount of 
freight absorption which is permitted to in- 
dustry members. 


CONCLUSION 


It seems that whenever the structure of 
producing facilities, of markets and of 
channels of distribution is made the basis 
for an understanding of the geographical 
price relations prevailing in an industry, our 
judgment will be very different from what it 
would be if we confine ourselves to apprais- 
ing the situation exclusively in terms of free 
competition or monopoly. It can be conceded 
that if we had, in reality, an industrial pic- 
ture similar to the one which is assumed by 
the theory of free competition, many of our 
social ideals could be more easily attained 
than is actually the case. But however 
desirable such a state of things might be, 
we have to accept the fact that it does not 
exist under modern industrial conditions. In 
most lines of modern manufacturing we do 
not have a very great number of very small 
producers evenly distributed through all the 
consuming districts of the country. Further- 
more, we do not have the theoretically as- 
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sumed degree of flexibility in production 
which would make it possible to change easi- 
ly and rapidly between different lines of 
productive activity. What we do have is 
heavy concentration of productive facilities 
at certain points, or in certain districts, with 
markets widely and irregularly scattered 
through the country. Moreover, heavy fixed 
capital equipment has caused a cost struc- 
ture of production which is burdened with 
a substantial portion of rigid overhead ele- 
ments. The modern techniques of produc- 
tion, which are reflected in such heavy ac- 
cumulations of fixed capital, find another 
expression in the superiority of the big en- 
terprise over the small one as long as the big 
establishment can run at or near its full 
capacity. All these factors have tended with 
the force of logical necessity towards the 
abandonment of unbridled price competi- 
tion. In particular, in industries with heavy 
and bulky products, where transportation 
cost constitutes a substantial portion of the 
final delivered price to the consumer, some 
sort of control of geograpric price relations 
has frequently been the result of historical 
industry developments. It is submitted that 
it is neither logical nor in the public interest 
to reject unqualifiedly all such schemes of 
controlling geographic price relations on the 
mere ground that they deviate from the 
theoretical pattern of atomistic, free and 
perfect competition. A sound appraisal of 
the different patterns of geographic price 
relations, artificial as they may seem, is pos- 
sible only in connection with a thorough 
analysis of the industrial characteristics 
which have lead to their adoption. It seems 
that trade associations as well as the large 
corporations which can afford to maintain 
research departments are called upon to fill 
a gap in our present knowledge of modern 
industrial marketing conditions. Compre- 
hensive collection of statistical data as to 
cost of production and marketing in differ- 
ent industries and different geographical 
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regions as well as to volume of production 
in the different producing districts and ship- 
ments between the different producing and 
consuming regions will have to be under- 
taken and combined with deep-digging an- 
alyses of the causal relations at work. The 
great task to be accomplished by such in- 
vestigations is the remodeling of the funda- 
mentals of our thinking about industrial 
and marketing problems and, thereby, a 
more efficient guidance of the efforts of 
Federal and State legislators than has been 
the case heretofore. The old classical theory 
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of free atomistic competition has been a valu- 
able tool for interpreting the complicated 
phenomena of a system of exchange eco- 
nomics. However, this tool seems to have 
become obsolete in our day, and nobody is 
better equipped to contribute to a fruitful 
development of the more modern theories of 
imperfect competition than the marketing 
specialists who have at their disposal the 
wealth of realistic information furnished 
by the experience of the whole range of the 
industries and trades of our time. 
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SeEcTION [| 


Introduction 


HE suBJEcT of the Robinson-Patman 
Tad is so vast that no individual can do 
more than pick at it. Observers, casting 
about for superlatives, have done the best 
ihey can when they say that the Act affects 
all business. That customary way of imply- 
ing that something is bigger than the biggest, 
beyond the power of words to express, is 
adequate only to the extent that it may 
emphasize by understatement. 

It is a generous number of the arts and 
sciences themselves, so comprehensive that 
they embrace business as a more or less 
absent minded by-product, that are being 
measured for new styles. 

Philosophy for example, because the law 
is so basic as to unsettle some of man’s most 
familiar adjustments to his environment and 
his fellows. Politics, because “thar’s votes 
in them bills.” Economics, of course, be- 
cause “laissez faire” is once more invited 
to take a walk. Mathematics, because of the 
enforced resort to integral calculus in figur- 
ing quantity discounts and what is propor- 
tionally equal in advertising allowances. 
And, finally Theology, because of the fer- 
vent appeal taken to Deity by business men 
trying to find out what the law means. 

The sheer airyness of the law is stimulat- 
ing to those who have to live under it even 
while it makes breathing difficult. And yet, 
for today’s purposes, I’m not interested in 
either lauding or shouting it down. The “‘in- 
completely thought out principle” in whose 


* A paper presented at the Annual Convention of 
the American Marketing Society, Nov. 27, 1936. 


20 


name it was enacted may lie directly enough 
in the blood stream of democratic evolution 
and may have quite enough of whatever 
passes for red corpuscles in economic legis- 
lation to insure it a long life. 

I personally believe that many business 
men, perhaps even the majority, felt that 
some law like this ought to have been passed 
even while horrified or depressed by what 
actually was passed. And in fairness we 
have to recognize that the confusions in the 
law are little more than reflections of the 
confusions in business itself. This group of 
all groups knows how hard it is to deter- 
mine what prices actually are for example. 
Many a business man has built so tortuous 
a distribution and price labyrinth that when 
he goes into it himself he has to tie a string 
at one end to find his way out again. His 
face is also red when someone asks him 
what his prices really are and what might be 
the real value of the endless special services 
he gives and receives in the course of selling 
a pound of nails. 

The quaint American custom of granting 
such bounties as advertising allowances 
without even the pretense or expectation of 
an audit is a single but sufficient illustra- 
tion of the mysteries of net returns. As a 
matter of fact, I have found literally hun- 
dreds of business men who while actively 
disliking the law admit to some gratitude 
that somebody is making them find out what 
they are doing. 

Released at any rate from the necessity 
of venturing any basic opinion, I leap into 
one of the administrative bramble bushes 
planted by this law which I have been re- 
quested by the chairman to discuss. It has 


= 
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intrigued me from the beginning perhaps 
beyond its real importance. 


Section II 
The Function of Functional Discounts 


In order to simplify the approach in a 
situation in which almost any kind of sim- 
plification means taking liberties, there have 
been at least four different ways of looking 
at functional discounts under this law. 

1. Only such discounts are permitted as 
can be shown to be based on quantity and 
method. In the net this would mean that 
relative costs would tend to take the place 
of relative services and pressures in deter- 
mining the new price relationships. Under 


such an interpretation many believe that. 


alterations in price structures would be 
revolutionary. The only visible counter- 
weight has to be found in a doubtful assump- 
tion, namely that many functional discounts 
were themselves originally approximations 
of differences in quantity and methods and 
have not strayed so far from these early 
moorings as to make such a readjustment 
overly violent. 

2. The law contemplates fair treatment 
of competitors, but those performing dif- 
ferent functions are not competitors. 

At once the problem is introduced as to 
the boundaries of customer classes. Are re- 
tailers in competition with wholesalers and 
with which do Codperatives and Chains 
compete? Immediately on the heels of this 
conundrum appears the double jointed one 
of determining when a functional distinc- 
tion is real and when the discount allowed 
because of it is reasonably related to its 
value. Unless some measure of these things 
is provided, Chains might be set up as a 
completely insulated class and be given 
whatever discount the seller pleased or 
whatever the Chain was able to extract. 

It is obvious that to the extent to which 
the above logic is used to create separate 
non-competitive areas the result of the law 
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can be to bring order within such areas, but 
to have little effect upon the underlying 
problem of competing channels of distribu- 
tion. 

3. The third and fourth groups like the 
second expect functional discounts to con- 
tinue but differ both as to method of justi- 
fication and plans for future use. 

The second group thinks of them as dis- 
cretionary areas which the law does not limit 
as long as the lines between functions are 
kept clear. The third and fourth groups re- 
gard them as long needed means of keeping 
the different functional groups on an even 
competitive level. The difference between 
the third and fourth is that the former says 
they may be so used and the latter that they 
must be so used. ans 

The third group therefore believes that 
functional discounts may be permitted up 
to the point of injury between groups. By 
this reasoning special concessions could and 
probably should be given to Wholesalers if 
thereby the latter’s retail customers would 
be helped to meet the competition of mass 
distributors. 

4. The fourth group maintains that such 
concessions not only may but must be given 
to Wholesalers. 

In all the last three areas, however, a most 
exasperating administrative problem must 
already be haunting the agencies charged 
with enforcement of the law. 

The Law says nothing about customer 
classification. One of the early drafts did 
provide for this, but the reference was later 
deleted. Does the Law’s silence on this sub- 
ject mean that they are not permitted or that 
the Law does not intend to interfere with 
them? Lawyers have gone on record both 
ways. Some say that the Courts would never 
permit so sweeping an assault on long estab- 


lished and traditional practices in which no 
harm had been disclosed. On the other hand, 
Congress deliberately debated the wisdom 
of an exemption in favor of functional dis- 
counts and decided against it. Whether this 
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decision was reached because of the im- 
practicability of defining complex functions 
in a law, or whether they ultimately consid- 
ered such a safeguard unnecessary, the 
Courts, may have to decide. The old law 
likewise ignored them, but the old law was 
never subjected to the legal attacks that this 
one will be. The difference, obviously, is 
tremendous. If functional differentials are 
not permitted, business may have to modify 
many of its present distribution structures. 
If they are permitted, the legal confusions 
may be very disturbing. We all know that 
there are no such things as clear cut layers 
of functions but that they criss-cross each 
other over the whole distribution field. What 
value to assign to each, singly and in com- 
bination, is a problem I for one prefer to 
leave to others. 

What precise cash distinction will the law 
allow a manufacturer to make in the field 
of wholesaling alone, between service whole- 
salers, mutual wholesalers, short line whole- 
salers, chain store warehouses, cash and 
carry wholesalers, drop shippers, voluntary 
chains, retailer owned wholesalers, mail 
order wholesalers, and wagon distributors? 
Multiply these variations by such special 
factors as whether they carry specialties or 
only established brands ; whether or not they 
provide storage facilities; whether they sell 
in well developed markets or in new terri- 
tories ; whether they aggressively push sales 
or merely take orders; whether they finance 
their customers or merely extend normal 
credit. Now consider these functions in all 
their possible combinations. Now get really 
into the spirit of the game by making permu- 
tations and combinations out of your results 
at this point with each of the functions per- 
formed at other levels, such as converting, 
assembling, jobbing and retailing, where 
the customer operates at more than one 
level. To assign fair comparative values to 
all those minutely different functions would 
be like trying to distribute flea powder 
mathematically according to the size and 
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location of the fleas on the dog. 

Now I realize that I am exaggerating the 
problem and that in the great majority of 
cases there may be arbitrary ways of re- 
ducing these differences for administrative 
purposes. Major standards may be set up 
and valued, such as wholesaling and retail- 
ing in their most orthodox forms identified 
by such reliable characteristics as stock 
carrying, passing of title, character of re- 
sale, etc. Although this may stir resentment 
among the thousands of merchants who do 
something different, if the thing has to be 
done it probably will be done in one way or 
another. 

As a comforting by-product of all this 
confusion, manufacturers and distributors 
will need to improve greatly their knowl- 
edge of the kind and amount of competi- 
tion prevailing among their various custom- 
ers and types of customers, such as Whole- 
salers, Jobbers, Converters, Assembling 
Houses and Retailers. This could conceiv- 
ably have the effect of stimulating market 
analysis in the broader sense as official com- 
pany policies. 


Section III 
More or Fewer Customer Classes 


All in all, would the effective operation 
of this law tend to expand or contract the 
existing number of customer classifications 
and discounts? Both centripetal and centrif- 
ugal forces have been released by it. 

Much of the plain silliness in many exist- 
ing schedules, frankly acknowledged by 
business and signifying an accumulation of 
random impulses rather than anybody’s 
plan, should yield rather quickly to the level- 
ling influences of the Act. 

Discounts made to fit a particular order 
or customer and then left standing, dis- 
counts representing non-existent differences 
in real function, illustrative. 


are Minor 


classes of customers may be lopped off com- 
pletely by some manufacturers just to be 
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on the safe side, particularly by those who 
cannot afford an elaborate costing system. 
On the other hand, there might well be an 
increase in the number of standard and de- 
fined classes used by each seller, even 
though these differed as between sellers in 
response to different marketing policies. 
Fewer miscellaneous and helter skelter 
classes, more of the strictly defined classes 
to take care of real differences in services 
rendered, and more quantity brackets to 
prevent the jumps from one bracket to an- 
other from being so big and vulnerable as at 
present—these are among the possibilities. 

One of the most fascinating contentions 
in the field of merchandising is that many 
present day customer classes originated with 
cost differentials and that they have spread 
far beyond their true field of usefulness. 
Should discounts be awarded on the basis 
of distributors’ special costs or on the manu- 
facturer’s cost of selling respective distribu- 
tors? There is much logic in favor of the 
latter case, but human nature is on the side 
of the former, and human nature is invari- 
ably an easy winner over logic. It sounds 
hard to say that a wholesaler selling in poor 
territory or who aggressively pushes a par- 
ticular line, should not be given a marginal 
reward by the manufacturer whose market 
is enlarged by his efforts. The Puritan rea- 
soning would let goods go exactly where 
comparative costs sent them, with prices ris- 
ing at the points of natural resistance and 
increased costs instead of falling at the 
original point of sale. This simple theory 
might in the long run produce better eco- 
nomic results, but the carnage in a merchan- 
dising system resting primarily on human 
relationships and established investments 
would be appalling. 

The reémergence of this issue under the 
Robinson-Patman Act produces the appear- 
ance of giving business a new opportunity 
to choose, but there is scarcely any doubt as 
to what the choice will be. Functional dis- 
counts will stay (assuming the law so per- 
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mits) but with some possible restoration of 
order in them. Quantity differentials will 
stay, and perhaps even increase in number, 
but should be tied more closely to actual dif- 
ferences in costs. The most interesting pos- 
sibility is that the increased attention busi-~ 
ness must pay to costs will have an impor- 
tant incidence on evaluation of functions as 
well. Such efforts might be more speculative 
than scientific but they could produce 
changes just the same. 

“If my costs are what this survey says 
they are, some of these distributor classes 
I’ve got don’t pay me at all,” is a reaction 
that doesn’t too greatly strain the imagina- 
tion. Even though many functional dis- 
counts as they exist are for entirely different 
purposes than quantity discounts, the exact 
can conceivably influence the inexact as 
soon as it is discovered itself. 
there’s no gainsaying that they are figured 
for different reasons and on different bases, 
and that their mixing would be a task. In 
fact I’m a little awed at the spectacle of 
rock-em ’n sock-em sales executives in the 
role of Ed Pinauds—you know, the per- 
fume advertising—delicately blending a 
pinch of cost allocation with a barrel of cus- 
tomer definition to arrive at the exquisite, 
the perfect, merchandising plan. But maybe 
it won’t happen, except for the exercise of 
a subconscious influence. 


However, 


SEcTION IV 
Is There a Change in Philosophy? 


The Chairman has in his usual thought- 
ful way presented for discussion the propo- 
sition that this law, far from merely extend- 
ing the old Clayton Act concept, may have 
instead whacked the traditional philosophy 
that gave it sanction. In passing the Clay- 
ton Act Congress turned a jaundiced eye on 
discriminations that could injure competi- 
tion in any line of commerce. 

The Robinson-Patman Act is construed 
by some as virtually giving up this broad 
economic approach as a waste of time and 
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as committing itself to the preservation of 
individuals as such. The average business 
man probably would not be impressed by 
the distinction because his notion of compe- 
tition has always been individualistic any- 
way. And it may be questioned whether 
even Congress saw itself as altering eco- 
nomic fundamentals. This last query seems 
innocent and plausible enough, but propo- 
nents of the revolutionary theory should not 
nod their heads too casually. Congressional 
intent should have some bearing on so big 
an issue, despite the estrangement between 
intentions and consequences that must fol- 
low much speculative legislation. Let us as- 
sume that the traditional conception of com- 
petition was enshrined in all Congressional 
hearts in 1914 and that the Clayton Act was 
merely mechanistic. Congress took liberties 
even so because it presumed that to protect 
competition within a trade was the way to 
protect it generally. Could not Congress now 
be finding, without sacrificing a bit of its 
reverence for the ancient creed, that the 
Clayton Act mechanism was inadequate; 
that injury to an entire trade was too in- 
tangible and difficult of proof to serve as a 
practical measure; that by the time enough 
proof of this kind could be accumulated to 
satisfy the Courts the dreaded damage 
would be done? Congress therefore creates 
in the Robinson-Patman Act no new phi- 
losophy but a new mechanism. 

The result, of course, could be different. 
Maybe under this law it will be possible to 
show injury to a few individuals from a 
class discrimination when everyone else in 
the class is getting along fine. In that event, 
the view of “injury to individuals” as being 
simply a new Congressional clue to “general 
injury to competition” loses a good deal of 
caste. Here is a research job that ought to 
keep pace with the administrative and ju- 
dicial growth of the law. How often will one 
represent many? But so long as there is no 
evidence and we can abandon ourselves to 
the joys of supposition without the statisti- 





209 


cal moralists being able to do more than 
glare at us, we can guess that where hap- 
penings that this law calls “injury” befall a 
few individuals, they will have befallen 
many others similarly placed. And even 
where they are a small distinct group, they 
may be found to stand but a little below the 
mass of their fellows and so constitute no 
more than a double bottom to the law’s oper- 
ation. Just a shade more of disadvantage 
and the others would likewise be injured. 
The grand strategy can still be argued at 
least as that of maintaining a maximum of 
economic competition. In this view Con- 
gress seeks merely a more workable device, 
not a new objective. 

In another sense we’re arguing about 
something that none of us know much about. 
The discussion turns not merely on “injury 
to competition with an individual” but on 
“substantial” injury. The Courts have yet 
to determine how much body to give this 
old term in its new setting. They might con- 
ceivably be much more severe about it than 
they were when trade-wide competition was 
being measured. One of the exasperating 
questions of degree with which this law 
abounds is involved here. Is an individual 
injured when he loses a sale, or does his 
plea have to be relayed through a Bank- 
ruptcy Court before any one can officially 
listen to him? As soon as Justice designates 
the spot along this undifferentiated scale 
where rugged competition becomes baleful 
oppression we can take this subject up 
again. 


SecTION V 
Prospects 


In previous comments I have merely 
called attention to some possible drifts, and 
not to any assured and epochal alteration 
in American ways of doing business. In the 
first place much depends on the attitudes of 
the enforcing agencies and of the interests 
upon whom the law is to be enforced. If its 
administration is haphazard or business in 
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the main decides it doesn’t like any part of 
the law, we could, without any trouble at 
all, have much more tempest than tea. 

Everything that can happen is apt to hap- 
pen in lesser degree than is talked about. 
Many more forces work against extreme 
changes than this kind of law can invoke 
for them. First of all are the weight and 
inertia of the economic system itself. Then 
there are the unpredictable impulses and 
ingenuities of competition which may run 
partly against the literal thrust of the law, 
partly with it, and partly across it. We often 
laugh at competition because it is an inno- 
cent thing, so frequently caught in the con- 
scious or unconscious enveloping move- 
ments of large scale operations. And yet it 
is still sufficiently elemental that even awk- 
ward laws, poorly aimed at alleged iniqui- 
ties, cannot do a great deal of damage to 
basic competitive values. The N.R.A. tried 
to do much more than it could ever adminis- 
ter even if it were right, and didn’t really 
accomplish anything like the destruction of 
competition that the all conquering language 
of the codes suggested—and could have ac- 
complished if made fully effective. 

Now I’m mixing right and expediency, 
but in the confused moral state in which 
N.R.A. left me they seem much more friend- 
ly than I was once taught was proper. At 
any rate, there’s an abundance of both in 
the Robinson-Patman Act, which is the logi- 
cal equivalent of saying that we have little 
idea yet of what the law really is, and what 
will really happen under it. 

This applies to both direct and indirect 
consequences. On the direct side, the safer 
guess on the extent of change will be the 
conservative one. The possible bearing of 
the law on the number of customer and 
quantity classes, and on confined lines, I’ve 
already treated. 

I think that this same reasoning applies to 
the economic imponderables. The mass dis- 
tributor is not crushed by the Act nor the 
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independent “saved” from a frightful fate. 
Only a part, and perhaps even a lesser part 
of the former’s advantage comes from price 
discrimination. Only a very lesser part of it 
comes from the fraction of that discrimina- 
tion that is now illegal, although it can be 
very painful—and this is its principal sig- 
nificance—when used as the knot on the end 
of the merchandising whip. Nor do the more 
soberminded among those retailers sympa- 
thizing with the law expect anything like 
salvation wrought through legislative char- 
ity. Their strongest position is that they are 
asking only the decency of an even break in 
cost burdens but not in price; that their 
big competitor earns and should have a bet- 
ter price by virtue of his larger quantities, 
but that this simple principle should not be 
burlesqued by calling the big buyer a resid- 
ual buyer as well, and on that pretense 
exempting him from overhead; that he, the 
independent, is entirely willing to spot his 
burly competitors all earned differentials 
and make his own play on the advantages 
that still inhere in his own way of doing 
business. The more incoherent and extreme 
demands so often made in the name of :n- 
dependents are not those seated in this law, 
nor are they likely to be reflected in its re- 
sults. 

Nor, in my opinion, will consumer prices 
in the large be greatly affected; there may 
be some minor inter-trade adjustment of 
margins and in ways of buying, but not of 
the kind to have ramified economic effects. 
Nor is price the basic issue anyway. Both 
the anti-trust laws and the Inter-state Com- 
merce Act have been used on occasion to 
raise immediate prices rather than lower 
them, on the accepted theory that by pre- 
serving competition the interests of con- 
sumers as a whole will best be protected. 
The only issue involved in the Robinson- 
Patman Act under this theory is whether 
it is successful in its claimed purpose of ele- 
vating true competitive efficiency above the 
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big stick of bargaining power as the gover- 
nor of our economic system. Its fitness for 
that purpose is entirely debatable, but desul- 
tory and incidental price shifts are not its 
measure. 

The really pitiful thing is that the true 
ultimate results will probably never be 
known. They were never completely known 
about N.R.A. and the best that could be dis- 
tilled from tons of appraisal was a selection 
of evidence and a detachment in evaluation 
that were much more shrewdly approximate 
in some critics than others. Too many things 
happen at once, too many forces are beating 
simultaneously upon the subjects and the 
subject matter of this law, to permit any 
simple cause and effect evidence to emerge. 
The usual thing will happen. Those pas- 
sionately favoring the law will point to all 
the good in sight as its vindication. Those 
opposing will debit it with the bad and un- 
certain. Nor can we ever know what would 
have happened had alternative courses been 
followed. 
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One closing comment. If administratively 
the law should lop off the excesses in price 
discrimination 





and be indifferently applied 
at other points because of the congestion in 
government agencies and the inertia of busi- 
ness interests at the lower levels—the auster- 
ity of law might be affronted but the major 
purposes of this particular law accomplished. 
Thereby not differing greatly from a lot of 
other laws. 

The weakness in this kind of speculation 
as applied to this particular law, is that it 
may pay insufficient attention to the right of 
private suits for triple damages. Litigants at 
this level could be endlessly capricious and 
disturbing. If they actually prove so, they 
would to that extent blur the comforting 
prospect of prosecutions nicely graduated to 
the seriousness of offenses. So far, few if any 
such suits have been pressed but, on the other 
hand, potential litigants are not yet sure of 
their rights and may merely be awaiting 
judicial clarification. 
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pes MODERN PROCESSES of producing and 
distributing goods can no longer be sum- 
marized in the three traditional words, 
“manufacturing,” “wholesaling,” “retail- 
ing.” At each of these traditional levels 
some enterprises now perform less than a 
full function.* There are specialty and lim- 
ited line manufacturers alongside full line 
manufacturers. There are producers whose 
whole output is contracted in advance to a 
single buyer and who often depends upon 
that buyer for working capital. There are 
short-line wholesalers, drop shippers, bro- 
kers, cash and carry wholesalers alongside 
the traditional wholesale distributor. There 
are mail order houses and cash and carry 
chain stores and specialty shops in competi- 
tion with the old-fashioned retailer. During 
the depression a great number of itinerary 
truckers invaded such trades as the distri- 
bution of fish or of bituminous coal. 

At the same time other concerns have 
enlarged their activities beyond the tradi- 
tional limits of their function. Department 
stores, chains, and codperative groups of 
independent retailers undertake wholesale 
warehousing. Manufacturers set up whole- 
sale branches and even retail outlets. Mail 
order houses manufacture for themselves. 
Wholesalers acquire partial control of small 
factories at the producing level or of volun- 
tary chains at the retail level. 

Through such changes competition has be- 
come largely a rivalry among unlike con- 
cerns. Traditional wholesalers, limited func- 
tion wholesalers, brokers, and manufac- 


* It has not been possible in this paper to take ac- 
count of such changes of practice as may have 
recently resulted from the Robinson-Patman Act. 


turers’ branches compete in sales to retailers. 
Traditional retailers, chain stores, depart- 
ment stores, mail order houses, itinerant 
vendors, and manufacturers’ outlets com- 
pete in sales to consumers. 

In this rivalry the position of traditional 
types of distributors is threatened. 

The old-fashioned wholesaler is trying to 
avoid three difficulties. First, he sometimes 
is directly excluded from a large part of the 
market which was formerly his. Furniture 
manufacturers sell direct to retailers; lum- 
ber manufacturers sell direct both to large 
retailers and to governments. Second, he 
sometimes finds the manufacturer who sup- 
plied him competing for the same customers. 
Some producers of garments and dry goods 
sell not only to wholesalers but to the retail 
outlets oi these wholesalers. Third, his busi- 
ness is indirectly reduced by injury to his 
customers. Retail.sale of plumbing fixtures 
by mail order houses hurts the retail plumb- 
ing contractors who have been the custom- 
ers of the plumbing wholesaler, and thereby 
reduces the volume of his sales. In some 
cases the wholesaler’s primary interest is in 
preventing manufacturers from selling di- 
rect. In other cases he is concerned chiefly 
to keep the manufacturer’s price upon direct 
sales sufficiently high that his own custom- 
ers will not be at a disadvantage in compari- 
son with the manufacturer’s customers. 

The old-fashioned retailer is interested 
in preventing his rivals from receiving pur- 
chase discounts which they may use to un- 
dersell him. His attention is caught by cases 
in which mail order houses or chains buy so 
far below the ordinary wholesale price that 
their retail selling price may be approxi- 
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mately the independent merchant’s invoice 
cost. In some cases, too, the retailer is con- 
cerned about direct selling. In that carpet 
industry, for example, manufacturers and 
wholesalers have been increasingly willing 
to supply the needs of hotels, apartment 
houses, and other large retail buyers. 

Well established distributors, both at 
wholesale and at retail, have a common in- 
terest in limiting the activities of sideline 
and fly-by-night distributors. The sideline 
distributor is one whose chief interest lies 
in some other industry. Thus there is com- 
plaint that ice cream manufacturers handle 
beverage dispensing equipment as an inci- 
dent to their competition for ice cream busi- 
ness and upon terms which regular distribu- 
tors cannot match. Fly-by-night distribution 
is illustrated by the truckers who now carry 
large amounts of coal from the anthracite 
mines directly to metropolitan consumers. 
Wholesale and retail coal dealers complain 
that they cannot equal the trucker’s prices, 
and that they necessarily must maintain a 
continuity of service and a responsibility for 
quality which the trucker escapes. 

Manufacturers, too, have found in these 
developments the reason for many head- 
aches. They may wish to sell through dis- 
tributors, to sell direct, or to use both chan- 
nels at once. In so far as they make direct 
sales, their interest lies in preventing distrib- 
utors from cutting prices in competition 
with them. In so far as they use distribu- 
tors, they are interested to preserve their 
most important distributive channels against 
the inroads of other manufacturers who sell 
direct at lower prices, or of other distribu- 
tors who, by cutting prices on a relatively 
small part of their output, may demoralize 
their entire retail market. In the cork 
manufacturing industry, for example, the 
largest producer endeavors to protect his 
factory branches from price cutting compe- 
tition by independent distributors. In the 
drug manufacturing industry many pro- 
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ducers of nationally advertised brands at- 
tempt to protect independent drug stores 
and to maintain retail prices by withhold- 
ing supplies from those chain stores which 
insist upon selling for less. Some manufac- 
turers, on the contrary, rely upon price cut- 
ting by distributors as a means to push the 
sale of their products. 

The diversity of products, price policies, 
and distributive outlets open to a manufac- 
turer is great, and therefore the manufac- 
turer’s interest in the distributive problem is 
less easily summarized than the distributor’s 
interest. It varies from industry to industry 
and from concern to concern. In the clock 
manufacturing industry, for example, four 
large producers have four separate distribu- 
tive policies. One relies primarily upon the 
sale of his products at good prices through 
retail jewelers and undertakes to protect 
these jewelers against price cutting by other 
retailers. Another relies chiefly upon sale at 
low prices through chains and mail order 
houses and gives special discounts to these 
large distributors in order to interest them 
in his product. A third seeks to use both 
channels at once and grants to the mass dis- 
tributors discounts whose existence he tries 
to conceal from the jewelers—discounts 
which he says he would not give if they 
could not be concealed. A fourth evidently 
adjusts his discounts to the bargaining 
needs of the moment and sometimes changes 
the appearance of his product in a way 
which prevents direct comparison of the 
items handled by distributors who have 
bought at different prices. 

For a long time there have been efforts to 
cope with these problems by group action. 
Arrangements among groups of manutfac- 
turers, groups of distributors, or groups 
jointly composed of manufacturers and dis- 
tributors have been sought. Manufacturers 
have imposed their will upon distributors by 
refusal to sell. Distributors have brought 
pressure to bear upon manufacturers by 
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refusal to buy. Although the anti-trust laws 
have stood as a barrier against formal plan- 
ning about prices and resale prices, dis- 
counts and markups, the distributive policies 
of particular concerns and the customs and 
tacit understandings of whole industries 
have produced various well defined patterns 
of distribution, some well established and 
some bitterly defended from imminent 
change. 

One fundamental aspect of these distribu- 
tive patterns is the way in which the mar- 
ket is divided between manufacturers and 
distributors. In a few industries this divi- 
sion springs from formal agreement. Thus 
in 1931 a joint conference of retailers, 
wholesalers, and manufacturers of lumber 
adopted a resolution that the retail lumber 
dealer should distribute all lumber at retail 
except that sold to the Federal Government, 
shipyards, large dock builders, railroads, 
and industrial users who buy regularly in 
car load lots. Retailers, wholesalers, and 
manufacturers alike could sell to these speci- 
fied customers. 

More frequently, however, the division of 
the market is accomplished by the discount 
policy of the manufacturer. Manufacturers 
who wish to sell directly to large buyers 
establish systems of quantity discounts 
available to all. In the salt industry, for 
example, the salt distributor can obtain no 
better terms upon bulk salt than the indus- 
trial user, and thereby the distributor is ex- 
cluded from the carload market. Manufac- 
turers who do not wish to sell direct estab- 
lish discounts on the basis of the customer’s 
function, and thus allow even to the small 
distributor a better price than they grant to 
the large user. The size of the functional 
discount determines the degree of protection 
which the distributor receives. Within each 
distributive class the manufacturer may 
favor the large distributor by granting 
larger discounts for quantity purchases or 
protect the small distributor by refusing to 


give discounts for quantity. In the drug 
industry functional discounts are available 
to small druggists upon purchases as small 
as one-twelfth dozen lots, that is single 
items ; and a major issue in recent years has 
been whether the large drug chains should 
receive quantity discounts which enable 
them to undersell the small druggist. 

Allied with discount policy is the policy 
in classifying customers. Shall the whole- 
sale branches of mail order houses be given 
wholesalers’ functional discounts? Shall 
consumer cooperatives be recognized as re- 
tailers, and retailer-owned cooperatives as 
wholesalers? Shall all jobbers be one class, 
or shall there be a separate class of desk 
jobbers? The decision of such issues as 
these determines the discounts available to 
distributors who perform less or more than 
the traditional distributive function and 
thereby determines the relative ease or diffi- 
culty with which such enterprises may in- 
vade the market. Consumer cooperatives 
selling coal and petroleum have frequently 
complained that their existence is threat- 
ened by refusal to grant them distributors’ 
discounts. Independent clothing merchants 
have so bitterly resented the receipt of 
wholesale and quantity discounts by mail 
order houses that clothing manufacturers 
often have not dared let their sales to mail 
order houses become known. 

A second fundamental aspect of the dis- 
tributive pattern is the degree of price uni- 
formity in those parts of the market where 
sale is made by more than one type of con- 
cern. Diversity of prices appears where cer- 
tain concerns in the market are , rice cut- 
ters, or where particular items of merchan- 
dise are sold as loss leaders. Uniformity of 
price appears by virtue of resale price main- 
tenance. Sometimes, as in the cork and busi- 
ness furniture industries, manufacturers un- 
dertake resale price maintenance to keep the 
distributors’ prices as high as the manufac- 
turers’ prices in direct sales. In other cases, 
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for example the funeral supply industry, the 
program of resale price maintenance is an 
attempt by the manufacturers to protect an 
important group of distributors against an- 
other price cutting distributive group. The 
likelihood of such efforts is increased where, 
as in the drug industry, the organized ill- 
will of distributors is likely to be focused 
upon manufacturers who do not maintain 
prices. 

Until recently the adjustment of prices 
and discounts has been allowed to work it- 
self out by private policy, negotiation, group 
pressure, and prosecution for restraint of 
trade. Neither resale price maintenance nor 
any prescribed system of discounts has had 
legal sanction. Indeed, the prosecution of an 
industry which was undertaking to plan its 
distributive practices was more likely than 
the prosecution of a particular concern for 
discriminating among distributors. 
tics, in which the victories have been incor- 

In the last few years, however, these dis- 
tributive issues have become matters of polli- 
porated in law. Tax laws designed to outlaw 
chain stores have been passed in a number 
of states. Under N.R.A. codes each interest 
group proposed rules to safeguard its posi- 
tion in the market. Some codes required 
quantity discounts, others required func- 
tional discounts, some established detailed 
systems of mandatory customer class'fica- 
tion. Many manufacturing codes required or 
permitted resale price maintenance; many 
distributive codes established mandatory 
mark-ups above invoice cost. The wholesale 
codes generally sought to require a boycott 
of manufacturers who would not maintain 
a prescribed differential between their 
wholesale prices and their prices on direct 
sales. Since the codes, there has been a rapid 
development of so-called state fair trade 
laws, which fobid sale by distributors below 
manufacturers’ resale prices or authorize 
contracts to maintain resale prices. Finally, 
the Robinson-Patman Act seeks to outlaw 
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price differentials among competitors which 
cannot be justified by cost. 

Such laws do not express any general 
plan to establish more efficient systems of 
distribution. They were conceived by groups 
as means of dealing with particular griev- 
ances. They were accepted as expressions of 
public policy either on the ground that small 
distributors should be protected or on the 
ground that the practices they condemned 
were discriminatory and therefore unfair. 
From the point of view of business the 
struggle over such laws is merely group 
competition by political process. From the 
point of view of the Government it is 
neither broad economic planning in the dis- 
tributive field nor the arbitration of busi- 
ness disputes, but merely the expression in 
law of one narrow aspect of public policy. 

In so far as chain stores or mail order 
houses are curbed because the existence of a 
large number of small merchants is con- 
sidered socially desirable, I have no com- 
ment to offer. The relative importance of 
sturdy independence and other social-eco- 
nomic aims is not a matter about which I 
wish to debate. 

But in so far as these laws are supposed 
to strike at price discrimination they seem 
to me too narrowly conceived for the prob- 
lems with which they deal. The struggle 
among rival types of distribution is one for 
survival, or at least for predominance. The 
concern which protects its small distributors 
by uniform functional discounts, and its 
rival which offers an advantage to the large 
distributor or other large user by a system 
of quantity discounts are alike trying to 
maintain the type of distributive process 
which they can best use. The concerns which 
wish to maintain resale prices are defending 
a market strategy based upon the good will 
of small dealers and the sale of products to 
the public on a prestige rather than a price 
basis. The distributors who are unwilling to 
maintain resale prices are likewise defend- 
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ing a market strategy, one based upon price 
appeal, large volume, and quick turnover. 
The clash is among systems of distribution 
rather than individuals. The damage done to 
various concerns has an impersonal character 
similar to the damage which attends the de- 
cay of old systems of transportation or the 
development of new technological processes. 

Historically, price discrimination has 
meant the deliberate victimizing of selected 
individuals or the systematic exploitation by 
a monopoly of its customers’ weaknesses in 
bargaining. The friction which accompanies 
the struggle for survival among rival types 
of distribution is a very different phenome- 
non. Whereas price discrimination was prop- 
erly considered a question of the fair treat- 
ment of individuals, this distributive friction 
is no such individual matter. Considerable 
groups use each of the disputed policies, and 
each group clamors that it is the victim of 
the other. There is little point in trying to say 
that one half of the army is out of step. 
The most significant aspect of the conflict 
is not its fairness nor unfairness to particu- 
lar concerns, but its prospect of developing 
better and cheaper distributive processes for 
the economic system at large. 

I am convinced that the inadequacies of 
price discrimination as a standard of judg- 
ment will become progressively clearer as 
cases pile up under recent legislation. The 
only standard I know by which the dis- 
criminatory character of a price structure 
may be tested is its relation to cost. There is 
some possibility of discovering whether an 
individual concern has undertaken peculiar 
treatment of a few customers in spite of the 
fact that its cost records do not justify such 
treatment. Cost, in other words, may be- 
come a test of sporadic injustice. By con- 
trast, when a concern has adapted its price 
and discount structure to the peculiarities 
of its market, it probably has adapted its 
cost system likewise. In practice the major 
question of cost in distribution is how joint 


costs shall be allocated and the cost system 
itself has ordinarily been set up to make 
these allocations in the way that the traffic 
will bear. The pursuit of discriminations in- 
to the labyrinths of cost accounting will pro- 
duce a clash of accounting orthodoxies rem- 
iniscent of the theological disputes of the 
early churchmen, and in these subtleties the 
broad question of what kind of distributive 
process can most efficiently perform its 
function will, I fear, be obscured. 

There is also some danger that the effort 
to stretch the idea of price discrimination 
will reduce the flexibility of prices them- 
selves. In many industries the forces which 
raise and lower prices do not work at once 
throughout the market but make themselves 
felt in some particular group of transac- 
tions. A price concession is made first to one 
group of customers and spreads as the exist- 
ence of the low price strengthens the bar- 
gaining position of the other groups. A price 
increase begins at the point where sales are 
greatest, or where service is most trouble- 
some, and spreads in a similar manner. 
Particularly in the case of price reductions, 
there is often question whether the change 
would occur so soon if the seller knew at the 
beginning that the cut must apply to all his 
sales. In industries such as steel price in- 
creases might be delayed if it were not that 
some group, such as those with advance con- 
tracts, could be counted upon to provide a 
back log of activity while the new price was 
being tested. In so far as the effect of the 
new law may be to brand as discriminatory 
changes in price which affect only one cus- 
tomer class, the result may be a decrease in 
the speed with which prices adjust them- 
selves to changing conditions. 

To avoid any misunderstanding let me 
make clear that I believe that rules to make 
competition fair have an appropriate place 
in law, and that I am not now questioning 
the possibility of using legal means to im- 
prove the American distributive system. 
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My question arises when the struggle among 
rival distributive methods is interpreted as 
merely a matter of fair or unfair competi- 
tion. The improvement of American distrib- 
utive processes offers one of the broadest 
opportunities in American economic life to- 
day. Perhaps it will be possible by regula- 
tion for our progress to be swifter and less 
painful than it would be if we relied entirely 
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upon a competitive struggle for survival. 
But we must first conceive the efficient func- 
tioning of the distributive process as our 
purpose, and the many varieties of the dis- 
tributive systems as our available means. 
We must not substitute for these broad con- 
siderations the effort to work out on the 
basis of cost accounting a minute justice be- 
tween man and man. 





The Consumer Looks at Competition 
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NQUIRIES RECEIVED in large numbers by 

Consumers’ Counsel Division in the Ag- 
ricultural Adjustment Administration and 
by Consumers’ Project in the Department of 
Labor reflect widespread interest in the con- 
sumer movement about which so much has 
recently been written. I believe this awaken- 
ing of consumer activity points to two sig- 
nificant factors in current history. Steps 
taken within the last four years to deal with 
the problems of business as problems of pub- 
lic interest and public concern have encour- 
aged the ultimate retail buyer to become 
aware of himself and to find his voice as 
one of the major participants in the business 
process. 

In the second place, it is possible that the 
present surge of consumer interest is just 
one manifestation of the slow process by 
which a national economy comes of age. 
When a nation is growing rapidly it is pro- 
lific in opportunities for making a living. 
Like a colt its legs are long and its head is 
small. Making money is the measure of suc- 
cess, and many of us are on the make. Even 
those who live most miserably share in the 
general intoxication, and pattern their psy- 
chology upon the possibility that they too 
may some day make a killing. For many peo- 
ple the depression has changed that outlook. 
Those who live by the stock market appear 
to be out on the trail again riding full tilt to 
be up with the pack at the kill; but those 
who live on wages and on salaries may have 
lost their faith in sudden wealth. This is how 
I interpret the growing interest in the prob- 
lems of the consumer on the part of people 
of average means. The realization is grow- 
ing, as it has for long years past in the more 


* A paper presented at the Annual Convention of 
the American Marketing Society, Nov. 27, 1936. 


sedate economies of European countries, 
that the man who works for a living must 
think how he spends as well as how he earns. 

Consumers are beginning to look with 
new interest at the goods and _ services 
which business offers them for their money. 
They want to know more about these goods. 
They want to know what makes them use- 
ful, what makes them durable, that is to 
say, what gives them value as something to 
be used, not merely purchased. And they 
want to know the relative qualities of goods 
so that they may compare variations in use- 
fulness with differences in price. In short, 
they want to know how to get their money’s 
worth. 

As consumers examine the market place 
for answers to these questions, what do they 
find? In the first place they find very little 
information about the real qualities of the 
goods which business has for sale. They find 
that goods are sold to them by salesmen 
who know practically nothing about the es- 
sential qualities of goods which determine 
their usefulness; that these salesmen are 
employed by distributors who know little 
more; and that those who manufacture the 
goods and know their real merit, or lack of 
it, prefer to sell upon the reputation of a 
brand rather than disclose frankly the true 
quality characteristics of their merchandise. 
And how shall consumers be guided in their 
purchases by the thousands of brands that 
confront them? The reputation that goes 
with a brand may well be worthy of con- 
sumer confidence, but is not a substitute for 
specific information such as the owner of 
the brand himself requires when he is mak- 
ing purchases for his business. 

Let me tell you what a group of con- 
sumers in Iowa found when they examined 
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10,500 labels on canned fruits and vege- 
tables. All of the labels examined showed 
the net weight of the contents because this 
is required by law, and this is the only item 
of specific information that appeared on all 
the labels. Even this did not tell them the 
net weight of fruit or vegetables included in 
the contents. In 90 per cent of the cases no 
standardized clear-cut term was given to 
indicate quality. The descriptive terms used, 
varied, according to the report, “through all 
degrees of usefulness, such as ‘this can con- 
tains 6-8 halves’ to those which bordered on 
the ridiculous such as one found on peas 
which read ‘smooth and sweet as big drops 
of honey,’ and one on beans which read 
‘an abundance of sunshine, pure radium 
charged air and cool nights give these beans 
their splendid color and flavor.’’’ Many of 
them carried such meaningless descriptive 
terms as “Extra Wisconsin,” “English 
Style,” “Triple Extra,” but all of them car- 
ried a brand name. How successful these 
brand names were in describing to the con- 
sumer what was in the can I can only indi- 
cate by naming some that you will find on 
canned fruits and vegetables: Tiger, King 
Cole, Devotion, Old Mother Hubbard, Pride 
of King George, Blue Hen’s Chickens, 
Barefoot Boy, and Mozart. 

When their growing curiosity turns con- 
sumers from this baffling inquiry in the 
market place and leads them to ask what 
aids and protections they get from govern- 
ment in the expenditures of their money, 
they will find there also a variety of per- 
plexing answers. They will find laws which 
aim to protect them from fraud and from 
dangerous merchandise, but they will find 
that such laws are limited to a very narrow 
field indeed. And they will find that on the 
whole they receive through government 
some protection in the exceptional case but 
very little to inform them in the normal 
purchase of every day commodities. How- 
ever they will find, and they are finding, 
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excellent government grading services on 
some food products by which the knowledge 
of experts may be concretely put to the 
service of consumers who are not experts. 
To be sure these services are voluntary and 
will receive wide application only when con- 
sumers demand them. Should consumers ex- 
tend their inquiry beyond the field of ordi- 
nary goods and services into the field of 
investment and speculative securities, they 
will find both state and federal governments 
spending large sums of money and exercis- 
ing great care to see that purchasers of se- 
curities are most thoroughly informed about 
the commodity which is offered to them. The 
average consumer will wonder perhaps why 
a type of expenditure which can not at the 
outside take more than a minor fraction of 
his income should be so carefully safe- 
guarded while his purchases of the neces- 
sities of life receive no comparable protec- 
tion. 

Consumers have not yet begun to look at 
competition. So far I think they are looking 
only at its results in the goods and services 
which it makes available to them. When 
they have become more experienced in the 
arts of consumer curiosity and look beyond 
the goods to the processes of trade which 
make them what they are, what will they 
see through their consumer eyes? I think 
they will realize as they never have before 
that there is a great deal of active competi- 
tive rivalry in the field of business. But they 
will see also that a great part of this com- 
petitive effort is wasted on them as con- 
sumers because it is misdirected ; because it 
is aiming at goals which do not promise real 
gains in the standard of living; because it 
seeks new ways of getting consumers to 
spend money, rather than new ways of get- 
ting more goods consumed. In the case of 
milk, for example, they will find little if 
any effort being expended to discover ways 
of drastically reducing the cost of distribu- 
tion; but they will find profitable effort de- 
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voted to the business of persuading con- 
sumers that high-toned milk from happy 
cows, irradiated with mechanical sunshine 
and delivered under a fancy cap should be 
purchased at higher prices whether they 
need it or not. With literally millions of con- 
sumers and consumers’ children living on 
dangerously short rations of fresh milk, the 
great brains and energy of the milk business 
are given to the arts of merchandising this 
humble product rather than to the task of 
overhauling old methods from top to bot- 
tom in a determined effort to discover how 
distribution costs may be reduced and con- 
sumption increased. And the example of 
milk is not exceptional, it is only one of 
many. 

How competitive effort is thus misdi- 
rected, consumers will understand more 
clearly when they come to see that competi- 
tion is a double-acting mechanism. It can 
exert a force downward upon prices, or it 
can exert a force upward upon what is 
offered at the price. In the case of staple 
commodities sold under traditional methods 
of merchandising, competition is likely to 
exert most of its effect upon price. But 
where there is resistance to price cutting and 
the commodities lend themselves to quality 
merchandising, then competition exerts it- 
self in the upward direction, adding to the 
range and variety of things for sale and the 
amount of services furnished along with 
the goods. 

In either event consumers would seem to 
gain. And so they would but for the fact 
that both the downward pressure and the 
upward pressure may exert themselves in 
ways that are not in the public interest. 
Business is well aware that the price push 
may bear unequally upon different kinds 
of competitors and that other factors than 
efficiency may determine the outcome of this 
unequal pressure. Or the price pressure may 
come suddenly like a catastrophe, wiping out 
the fit and the unfit indifferently. Con- 
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sumers, on the other hand, are coming to 
see that the competitive urge to add to what 
is offered at the price may force upon them 
superfluous services which they do not need 
or cannot afford, may over-emphasize the 
importance of quality, and above all may 
encourage more costly methods of distribu- 
tion by giving persuasion, rather than price, 
the major role in determing consumers’ 
choices. 

From the consumer viewpoint how shall 
these alternative directions of the competi- 
tive urge be reconciled? Well in the long 
run to this end: that competitive forces not 
only shall decide which business unit shall 
fail and which succeed, or which manner of 
doing business shall prevail over another, 
but shall make possible that discovery of 
new methods and that coordination of 
known methods which will raise the stand- 
ard of living by increasing the quantity of 
things produced, distributed and consumed. 

More specifically, consumers want com- 
petition to exert a continuing downward 
pressure upon price, and they want this 
pressure to act in such a way as to reward 
those who discover the roads to new econo- 
mies. When they learn more about the com- 
petitive process they will agree that not all 
forms of price cutting are beneficial, that 
some of them may be unfair and unproduc- 
tive of public good, as, for example, when 
they reflect the power of size rather than 
the economy of large-scale dealing, or when 
they discriminate in favor of some at the 
expense of others without regard to their 
relative merits. But the longer view of pub- 
lic interest and consumer welfare calls for 
competition which permits and encourages a 
continually expanding volume of goods con- 
sumed, and lower prices in general lead in 


that direction. Therefore the Robinson- 


Patman Act and the so-called fair trade laws 
are against the interest of consumers and 
against the public interest if in practice they 
are found to act as barriers in the way of 
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price reductions in general. Consumers can 
endorse laws designed to eliminate really un- 
fair practices of price cutting, but they can- 
not accept as a means to that end any law 
which is found to put the brand of illegality 
upon the act of price cutting per se or to 
place upon those who cut prices an insup- 
portable burden of proof. 

Sound public policy here must be based 
upon acceptance of the principle that lower 
prices relative to wages and other costs 
mark out the main highway of public in- 
terest. Unfair forms of price cutting are 
the side roads which cut across the main 
highway, interrupting through traffic or di- 
verting some of it into by-paths or into the 
ditch. Such traffic tangles are unfortunate, 
but they are not to be corrected by laws 
which say that you travel the through high- 
way at your peril. The situation calls for stop 
signs on the side roads, fences along the 
ditches and traffic lights where they are 
needed. But we may find out that the type 
of legislation now in favor sets up stop signs 
against through traffic, puts its fences across 
the highway and gives us traffic lights which 
no one can understand. 

On the question of what is offered at the 
price, the consumer demand is for more 
facts and less fiction. Let quality factors be 
known and prices be flexible and consumers 
will decide for themselves whether they 
wish to pay more for better quality and more 
service, or pay less for lower quality and 
less service. But for those who have some- 
thing to sell it is not at all a matter of in- 
difference whether consumers pay more for 
more or less for less. Each individual busi- 
ness has an interest in seeing to it that they 
pay more for more. It is in the business of 
selling, and the more it can add in quality 
and services to what it sells the larger is its 
share of the total amount of business trans- 
acted. Therefore we find every effort being 
made to bring it to pass that competitive 
effort shall expend itself upward upon what 
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is offered at the price, rather than down- 
ward upon price itself. Hence the colossal 
misdirection of competitive effort; the ap- 
parent willingness of business to neglect 
serious problems of fundamental economy 
which are crying for solution. Hence also 
the urge in the other direction to persuade 
consumers to purchase higher quality 
whether they need it or not; the appeal to 
fear and pride and snobbery as a substitute 
for facts and judgment in the selection of 
products; the compounding of unnecessary 
and extravagant service features in the 
transaction of sale, as, for example, the 
financing of instalment purchases on a scale 
so extended and so costly as to require that 
the rate of interest involved be grossly mis- 
represented from one end of the country to 
the other. 

As consumers come to see what they pay 
for quality they do not need and for services 
they cannot afford, and come to understand 
how stabilization of prices by various arti- 
ficial means forces competition in this direc- 
tion, they will bring a new point of view 
into the determination of public policy with 
respect to unfair competition. They will see 
that misrepresentation is unfair not only 
because it deceives the customer and injures 
the competitor, but also because it permits 
too much of the competitive pressure to ex- 
pend itself in the furnishing of imaginary 
quality and burdensome services. And they 
will see too that unfair price practices are 
not confined to those which injure one com- 
petitor at the expense of another, but in- 
clude also those devices and controls which 
injure business as a whole because by freez- 
ing the price structure they prevent those 
progressive price adjustments that are 
needed—basic adjustments that will open 
the door to increased consumption, higher 
standards of living and greater business op- 
portunities in furnishing essential goods and 
services. 


I am aware that this way of stating the 
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case puts all the blame upon business for 
the many defects of the competitive process. 
From a different viewpoint it will be said 
that business can only give its customers 
what they want; that consumers do not seek 
real economy in making their purchases, but 
insist upon the psychological appeal; that 
when consumers know what they want busi- 
ness will give it to them. The question can 
be looked at from both angles, but I doubt 
the validity of the assumption that methods 
of doing business are controlled and deter- 
mined by the dominant will of the consumer. 
3usiness shapes and modifies the desires of 
consumers. American business brains which 
can sell the public on the virtue of stream- 
lining everything from locomotives to wed- 
ding rings, which can sell a nation on the 
perils of pink toothbrush, on the need of 
putting motor oil in cans—business with this 
capacity is equally able to educate its cus- 
tomers on the real usefulness of commodi- 
ties. Business knows how consumers should 
buy to make the most effective use of their 
money, for business itself buys in that way. 
All the way down the line of production and 
distribution goods are passed along in trans- 
actions where purchasers know what they 
are buying, why they are buying it and why 
they pay the price they pay. Doubtless not 
all is perfectly wise in the buying that pre- 
cedes the retail sale, but only in the final 
purchase by the full rein 
given to the exploitation of ignorance, in- 
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difference and bewildered complacency. 

Some time will elapse, I expect, before 
consumers have graduated from the study 
of goods as such to the study of trade prac- 
tices and business customs which make 
goods what they are. By that time it may 
have come to be generally recognized that 
we can no more make ourselves prosperous 
as a nation through competitive practices 
which ignore basic needs than we can sup- 
port ourselves by taking in each other’s 
washing. Higher actual standards of ma- 
terial well being can be achieved only 
through a continually expanding volume of 
goods produced, distributed and consumed. 
To accomplish this calls for exploration, ad- 
venture and discovery. What are the great 
needs among consumers of all classes? How 
may these be met? How may the business 
system be geared to increasing the quantity 
of goods consumed? How may it help con- 
sumers to buy just that type of commodity 
which for them most economically meets 
their needs? If business cannot make these 
the major odjectives of the competitive 
process, then it is evident that consumers, 
when they come to look at competition, will 
undertake to do the job for themselves. This 
they will not find easy, but they will find it 
possible. Businesses run by consumers are 
proving that the meeting of fundamental 
consumer needs can be adopted as the pri- 
mary objective of successful business enter- 
prise. 

















Marketing Marketing 


PAUL T. CHERINGTON' 
Cherington and Roper 


N His “Instincts of the Herd in Peace and 

War” published a few years ago, W. 
Trotter has a paragraph which seems to 
merit serious pondering by those of us who 
have committed ourselves to the develop- 
ment of marketing. 

In a branch of human activity which is 
trying to formulate itself into some sem- 
blance of a science, there are necessarily the 
serious problems of maintaining exacting 
professional and _ scientific standards, of 
guarding ourselves and our reputations 
against the wild doings and claims of the 
charlatans and the camp-followers, and of 
sifting out the good and constructive new 
developments from those which are merely 
the fruits of misguided zeal. But we have, 
at the same time, a more serious and urgent 
problem in getting a world, which has got 
on a long time without us, to believe that 
we really do have something to contribute 
to human welfare. 

Mr. Trotter says: 


There is abundant specialization of a sort; 
but it is inexact law, wasteful of energy, and 
often quite useless through being on the one 
hand superfluous or on the other incomplete. 
We have large numbers of experts in the vari- 
ous branches of science and the arts, but we 
insist upon their adding to the practice of their 
specialisms the difficult task of earning their liv- 
ing in an open competitive market. The result is 
that we tend to get at the summit of our pro- 
fessions only those rare geniuses who combine 
real specialist capacity with the arts of the bag- 
man, 


The term “bagman,” I presume, is the 
sritish equivalent for what we refer to as a 
traveling salesman. In any case, here we 
have an impressive statement of what is 


*Remarks at the Annual Convention of the 
American Marketing Society, Nov. 27, 1936. 


one of the real problems of marketing as a 
science,—namely,—how to market market- 
ing. 

President Coutant in several recent public 
addresses has very cogently presented the 
case for a wider use of marketing services 
in the conduct of business. And all the other 
former presidents have been presenting the 
case for more and better marketing, as have 
many other members of the organization, 
and even some persons outside. Our quar- 
terly magazine and other publications, as 
well as various books and college texts, have 
presented arguments for this relatively new 
business activity; but still we have a large 
selling job to do. 

We are still confronted with the problem 
of how marketing can effectively be mar- 
keted as an institution. But, important as 
is this institutional presentation, what seems 
to me more important still, in its effect on 
our growth and our more general accept- 
ance, is the problem of selling individual 
jobs to individual concerns. This is a side 
of the marketing of marketing which calls 
for the best of marketing skill. 

The four conspicuous methods 
which have been tried so far may be listed: 

1. Joint selling efforts. 

2. Setting and propagandizing high stand- 

ards of performance. 


most 


3. Case stories of successful operations. 

4. Individual solicitations. 

Joint selling efforts have been almost uni- 
formly a failure. Attempts to sell a com- 
bined service of engineering, accounting, 
management, reorganization, and marketing, 
with perhaps other features do not attract 
buyers. The reasons for failure are some- 
times the forbidding cost, sometimes the 
sweeping changes in organizations involved, 
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sometimes the implications of incompetence 
on the part of present management. But in 
short, marketing just does not fit into any 
scheme as one adjunct of a complete making 
over of a going concern. 

Setting high performance standards and 
bragging about them may be good for the 
craft, but in individual selling operations 
this is not very satisfactory because, alone 
it does not sell the service. The reasons for 
this are complicated, but the psychological 
obstacle alone is enough to kill it. Nietzsche 
in considering this form of self-recommen- 
dation puts these words into the mouth of 
Zarathustra : 

“Hold they virtue too high for the fa- 
miliarity of names; and if thou must speak 
thereof be not ashamed to stammer.” 

In the same vein, William Sheldon in his 
Psychology and the Promethean Will says: 

“Where character is conspicuously pro- 


fessed, most people feel that here is a person- 
ality that cannot really be trusted. 


There is no use to belabor this point. If 
there were nothing else the matter with try- 
ing to use high standards of accomplishment 
as a sales argument, this obstacle to its 
favorable effect on the “prospect” would be 
enough to defeat it. Exacting standards are 
essential, but they are not to be counted on 
as a selling argument for a relatively new 
profession. 

Case stories of successful operations are 
interesting. But they, also, have their draw- 
backs as sales arguments. This business is 
highly confidential. No client likes to have 
all that has been done for him told to others. 
The story may easily get to someone who 
will make improper use of it. About the 
only safe thing is to get a client’s permission 
to use him as a general reference. And this 
is not the same as a case story, either in 
interest or effectiveness. 

And finally there is personal solicitation. 
Here we are confronted with “the arts of 
the bagman.” 
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How professional are we? Can we depend 
on the spread of our reputations by natural 
means? Will we have to depend on setting 
up impressive services which can be sold 
as a unit? Shall we resort to the “new busi- 
ness” methods of the advertising agencies? 
Or will we have to apply our own marketing 
ingenuity to our own marketing problems? 

Ten years from now we, or our succes- 
sors, will know more of the answers to these 
questions than we know now. 

In the meantime, at the end of five years 
of dealing with this problem, and as a sug- 
gestion for performance standards in the 
marketing of marketing in the future. I am 
tempted to suggest six phases of the market- 
ing of marketing which we might be watch- 
ing as we apply the arts of the “bagman” to 
our craft: 


1. Let us be on the alert to head off early 
any trend toward competitive price bid- 
ding for any except purely mechanical 
jobs. We cannot preserve any semblance 
of professional standards if we allow our- 
selves to be maneuvered into a position 
in which, for example, the methods of 
work are imposed on us and we are asked 
to bid against each other at so much per 
interview. There have been signs of this 
type of thinking in certain quarters. 

2. It would be well for us always to focus 
our selling emphasis on the professional 
quality of our work, and not allow it to 
depend on the mechanics of operation. 

3. In soliciting business, or in being pursued 
by possible clients | want to warn those 
who still have academic connections that, 
while it is of course perfectly proper to 
use these as credentials, care should be 
taken to differentiate between individual 
and institutional standing and reputation. 
There are some nice questions of ethics 
involved here which should be frankly 
discussed. 

4. So far as possible, when one member of 
the craft has worked out a specialized 
field, and made it his own, other mem- 
bers of the craft should respect it, at least 
so far as its original scope and methods 
are made known. Expansions, improve- 
ments, and economies are legitimate fields 
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for competitive enterprise, but mere 
imitation or price-slashing should be dis- 
couraged. 


5. The profession should not, for years to 


come, be allowed to freeze at any given 
status, either as to size, technique, or pro- 
fessional standards. Hence, whatever 
restraint on business-getting is developed 
should make ample provision for new 
ways of working. 

Finally, it seems to cover the most im- 
portant of these injunctions if we sum- 
marize and supplement them by urging 
that in all individual selling, we put the 
main emphasis on actual accomplishment 
rather than on promises or hopes, and 
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that every effort be made to get the co- 
operation and confidence of clients on 
this basis. 


This last item, perhaps, holds the key to 
the whole business of marketing marketing. 
No form of selling can compare with that 
done for us, more or less voluntarily, by 
satisfied clients. Hence, this discussion of the 
“arts of the bagman,” leads back to the 
“practice of the specialism,’—not bragging 
about our virtues, but seeing that they are 
there, and getting our clients to brag about 
them for us. 








Scientific Marketing Makes Progress 


FRANK R. COUTANT! 
Director of Marketing Research, Pedlar and Ryan, New York 


rey REQUIRES that your President 
shall report to you at this annual meet- 
ing. Tonight we commemorate the fifth an- 
niversary of the founding of American 
Marketing Society as an organization de- 
voted to advancing the use of science in 
marketing. It is also our first opportunity 
to welcome officially the National Associa- 
tion of Marketing Teachers, not merely as 
close friends with whom we have exchanged 
many visits in past years, but as fellow mem- 
bers of one family. 

Reports of our Secretary and Treasurer 
at tomorrow morning’s business meeting 
will inform you on the financial and mem- 
bership status of American Marketing So- 
ciety. Those books will close on December 
31 next, and we shall merge our well- 
ordered affairs with N.A.M.T. to enter upon 
a new era with tremendous possibilities un- 
der the banner of American Marketing As- 
sociation. This merger has been approved by 
better than 95 per cent of votes cast by the 
combined membership of both organizations. 

Each year since American Marketing So- 
ciety was organized 5 years ago, the possi- 
bility of such merger has been discussed. It 
was so logical that it was inevitable for the 
groups to unite. Our purposes paralleled each 
other so closely that there was considerable 
duplication of effort, and there were many 
who paid dues to both organizations. We 
were in large measure competitive with each 
other. No sound reasons have ever been ad- 
vanced why we should not pool our interests. 

Our differences in viewpoint are minor. 
Needs of the teacher and those of the prac- 
titioner both can be served in one Associa- 


*Report of the President of the Annual Con- 


vention of the American Marketing Society, Nov. 
27, 1936. 


tion for promoting scientific marketing, as 
readily as they can be in other societies de- 
voted to arts and sciences. There are 
teachers and practitioners working harmo- 
niously together in societies in the fields of 
law, medicine, dentistry, architecture, chem- 
istry, engineering, and so on through a list 
as long as you care to make it. 

Our objectives are constructive, not de- 
fensive, and we propose to work with a will 
for common cause. 

Master practitioners are usually teachers, 
for by teaching they learn; by giving they 
get ; by passing their knowledge on to others 
they multiply their power to raise the stand- 
ards of scientific marketing. 

Most of the able teachers of marketing 
are practitioners of marketing. Their serv- 
ices are sought frequently as consultants. 
The difference between professor and prac- 
titioner is usually only one of degree. As 
Paul Cherington has said, the two groups 
have most to learn from each other. Time 
will soon come when we shall look only at 
the abilities of the man, and put right out 
of our minds what honorable occupation he 
elects to follow. Let a master’s accomplish- 
ments in the advancement of scientific mar- 
keting speak for him, regardless of the 
building where he plies his trade. May we 
have broader vision, I pray, than those silly 
souls who say Stokowski or Toscannini may 
not teach music in a University because they 
have no academic degrees. 

This is the timely place to acknowledge 
our debt of gratitude to National Associa- 
tion of Marketing Teachers. When Ameri- 
can Marketing Society was too little a tod- 
dler to stand on its own feet, the N.A.M.T. 
reached down a fatherly hand to help us 
with our annual meetings. 
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Time came when A.M.S. grew as big as 
N.A.M.T. It was I who proposed that 
A.M.S. was sufficiently strong to hold inde- 
pendent annual meetings; a plan that was 
successful in 1934; still more successful in 
1935 ; and reaches its climax in this meeting. 
It is therefore becoming that it should be 
during my presidential year that we rejoin 
our one-time protector. 

You are aware that we have already 
pooled our publications—the former A meri- 
can Marketing Journal and the National 
Marketing Review—in one greater quar- 
terly, THE JOURNAL OF MARKETING. Thus we 
strengthened our editorial resources ; ceased 
competing for able contributors; made the 
JOURNAL the unquestioned leading publica- 
tion in scientific marketing; and cut our 
costs. 

Another great contribution to our field is 
nearly ready to present to the world in a 
thorough textbook, entitled “The Technique 
of Marketing Research” which will be pub- 
lished by McGraw-Hill Book Co. in a few 
weeks. This work is an inspiring example 
of devotion to science without thought of 
personal reward. Perhaps you have read the 
foreword distributed today which tried to 
express our appreciation of Ferdinand C. 
Wheeler and his Committee on Marketing 
Research. We are proud to sponsor this re- 
port, and its fields of usefulness are best 
expressed in this letter from McGraw-Hill. 


November 21, 1936 


“This letter is to tell you that we are be- 
coming increasingly enthusiastic over the 
forthcoming publication of THE TECH- 
NIQUE OF MARKETING RESEARCH. As 
you know, our original decision to publish 
this book was based on our conviction that it 
would be an invaluable aid both to business 
men and to teachers and would, therefore, be 
a welcome contribution to the field. Your 
Society, in initiating the development of this 
important project, recognized the urgent neces- 
sity for providing in book form the latest and 
best information available for a scientific ap- 
proach to marketing research. In our opinion 
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the resulting volume will be of much real value 
to hundreds of business men and research 
workers. 

In developing the book your Society has also 
recognized the pressing need for a comprehen- 
sive and up-to-date text for students of Mar- 
keting Analysis. All teachers who have recently 
offered courses in the subject can testify to 
the present scarcity of literature in the field. 
It is, therefore, an evident fact that your book 
will be a boon to both teachers and students. 
We believe that it will, moreover, provide an 
impetus to the development of many new ad- 
vanced courses in Marketing. In fact, several 
teachers have already informed us that with 
the appearance of the book they will plan to 
shift the emphasis in their advanced Marketing 
courses so that Marketing Research will be 
given primary consideration. We think this is 
indicative of the hearty reception that the book 
will receive and of the influence which it will 
have on college and university instruction: 

In our opinion the science of distribution 
will surely profit greatly by the improved 
methods and techniques of marketing research 
as presented by your Committee. We are 
pleased to have the privilege of publishing so 
valuable a contribution.” 


Another goal has also been reached this 
year in the establishment of a local chapter 
in Chicago. This has been a difficult nego- 
tiation, for Chicago has great local patriot- 
ism, and prefers its own organizations above 
membership in national groups. 

Especial thanks are due to members L. 
Ed. Scriven and C. C. Chapelle for their 
fine cooperation and successful leadership in 
forming Chicago chapter. Plans are formu- 
lated to build up Chicago chapter to a point 
where it will be one of the strongest groups 
within our ranks. I feel that I express the 
views of all members in welcoming this new 
chapter and in hoping that they will become 
a powerful force in advancing the cause of 
scientific marketing both locally and nation- 
ally. 

During the past year, business in general 


has become intensely interested in the 


science we are promoting. This is apparent 
in the growth of our membership, in the 
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mounting prestige of THE JOURNAL OF MAR- 
KETING, in the greater space that other pub- 
lications devote to articles and reports of 
addresses on scientific marketing, and most 
significant, the ever widening opportunities 
for profitable employment offered to men 
and women adequately trained in modern 
marketing methods. 

Probably the lowest point that sound mar- 
keting has ever touched in this country was 
just before and just after 1929. For several 
years before the crash, financiers were run- 
ning all kinds of business. To many of them, 
working hard for honest profits from the 
sale of merchandise or services looked like 
a grubby occupation for which low-paid em- 
ployees could be hired. So much quicker, 
neater money could be made by buying and 
selling slips of paper representing equities— 
stocks, bonds and certificates. Seemingly in- 
different to social and commercial conse- 
quences, there was an evil minority among 
financiers who also seemed callous to their 
destruction of reputations for fine integrity 
built by generations of wiser men of money. 

Of course, we can now once again trust 
bankers and promoters; the majority be- 
cause they are fundamentally honest men, 
the predatory minority because a govern- 
ment cop stands beside each of them. But 
the public’s memory is not so short that we 
will soon again be willing to give even the 
honest financial men another opportunity to 
run and ruin the business of marketing. 
Someone has said that men who keep books 
never look very happy. Certainly bankers 
look most unhappy when they try to under- 
stand our philosophies. To them, selling is 
not a science, but a merry-go-round of golf- 
ing, country clubs, entertainment and intro- 
ductions to impressive executives whose best 
thinking is done for them by servants, secre- 
taries, and solicitors. 

After banker management brought on col- 
lapse, there were several years of discour- 
aged lassitude on the part of many owners, 
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managers and salesmen. The public seemed 
to have no money; it was easy to blame all 
poor sales on the depression—or govern- 
ment interference. 

But before, during and since the dog days 
of the early 30’s, a hundred or so firms 
maintained their business health with the 
aid of modern marketing science. Signifi- 
cantly, these firms are almost without ex- 
ception national advertisers, for good ad- 
vertising is one of the ingredients of scien- 
tific marketing. 

The advertising business, directly and in- 
directly, has done an immense amount of 
good in fostering better marketing methods. 

Universities found out years ago that it 
was impractical to teach either advertising 
or marketing principles separately from 
each other. Just another example of how 
teachers of business subjects often discover 
the right answer sooner than business execu- 
tives, to exemplify how much we need part- 
nership with each other. 

Firms who have sponsored scientific mar- 
keting up to this point may be relatively 
few in number, but the products they sell 
are familiar names at the top of their fields. 
The firms who practice modern marketing 
are the business leaders of today and to- 
morrow, for they have learned that cus- 
tomers are the real masters of the market 
—those who wish to sell to them must con- 
sult their masters’ wishes. That is the es- 
sence of scientific marketing. 

Within the past year there has been evi- 
dence of a tremendously growing interest 
in scientific marketing. 

Early in the year I stated that it was more 
talked about than practiced—that many 
were after all they could get of marketing 
science for nothing, but balked at spending 
money for competent help. 

Progress has been made during this year. 
As your President, I have been privileged to 
recommend several well-trained men for 
new or higher positions. The number of 
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people soundly trained in marketing science 
is still relatively small. But more will be 
developed from those who have the proper 
natural gifts as rapidly as business can learn 
to distinguish and employ sound marketing 
experts at their fair worth. 

There is so much economic good to be 
done by better marketing that we have every 
right to be proud of our profession. We are 
creators of profit for individual businesses, 
and contribute to the economic welfare of 
society as a whole. 

Efficiency in producing goods has reached 
such a high peak that any further reductions 
in manufacturing cost would probably have 
to come out of the wages of labor. No far 
sighted business leader wants to cut down 
the buying power of the mass market by 
reducing pay scales. The same workers who 
manufacture goods form the market for 
much of what we sell. Reduce their income, 
and markets are reduced correspondingly. 

It is a simple fundamental that reduced 
selling prices usually enlarge markets. Auto- 
mobiles and radios are familiar examples— 
the thought is too elementary to need fur- 
ther development. But where can costs be 
cut to permit lower selling prices and wider 
markets for goods that more people can af- 
ford to buy? Production men point to selling 
costs. 

Obviously, costs of distribution are high; 
it is estimated that from one-third to one- 
half the price of what is needed to maintain 
a middle to high class standard of living 
home goes for selling costs of one kind or 
another. 

When greater marketing efficiency re- 
duces selling expenses, some of the saving 
should be used to reduce prices and expand 
markets by bringing the goods or services 
within reach of more people. I say “some 
of the saving” deliberately, for only half 
the businesses of this country earn any prof- 
its, and I believe just as firmly in fair wages 
for capital as I do in generous pay for 


workers. Business health requires both. 
Business that feeds upon the misfortunes 
of those who sell at a loss is ghoulish. 

We should not expect senior executives 
to be especially interested in talk about the 
technical tools of our trade. Let us reserve 
discussions of these to our own meetings, 
and outside let us talk more than we do 
about the purposes of our work, less about 
its processes. 

Some of these fundamentals as I explain 
them to business executives are: 


Find the Markets Where You Can 
Profit Most by Serving 


Let die this struggle for greater volume 
of sales regardless of its price. So often 
an analysis of policies shows that the aim 
is not profit, but rather the objective of 
stopping a competitor from getting the busi- 
ness. True enough, you cannot ignore com- 
petition as you might like to if there were 
business enough for all. But if there is a 
sector of the market where a competitor is 
so situated that he can serve at a profit and 
you cannot, let him have it. Seek parts of 
the market where you can serve with level 
advantages or better. If there are no such 
places, then you have no economic justifica- 
tion for being in business. Your niche might 
not be price competition at all, but unique 
advantages in your product or your service. 

Analyze your market, to see what hap- 
pens to your product or service from the 
time it leaves the source to its final use. 
Elementary, you say? I will not admit that 
until I see more than 150 firms doing it, 
though thousands are talking about it. 

Analyze your sales records and costs to 
see where you are selling at a profit, and 
where you had better leave it to the other 
fellow. If you are an old-timer with many 
good friends in the trade, what proportion 
of your calls are social, in places where you 
don’t get enough business to pay for your 
time and expenses? Your salesmen, too, 
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have places they like to visit, though there 
may be more profit in calling on other places 
where the visiting is less pleasant but the 
orders are larger. 

Identify your final consumer. Don’t take 
the trade’s word for it on who buys your 
goods or why. The last thing to trust is the 
judgment of yourself or your salesmen— 
you live too close to your business to see it 
clearly. 

There are articles, nationally advertised 
for years, whose makers could not answer 
accurately the simplest questions about the 
identity of their customers. 

What proportions of the people who buy 
the article are young, old, or middle-aged? 
Are there more men or women users? 

How does the market divide by standards 
of living? 

Where would these people be most likely 
to see or hear advertising? 


Explore the Possibilities 
of Your Product 


For what purposes do customers use the 
product? Often they are most ingenious in 
finding new uses that could be capitalized if 
known. A form of ice cream intended for 
sodas was discovered by marketing research 
to be highly popular as a children’s novelty. 
Neither salesmen nor trade had reported 
this phenomenon, which materially modified 
the sales strategy. 

What do people not like about a product, 
even though they buy it? 

Finding out that the perfume of a toilet 
preparation was too heavy resulted in a 
change that lifted sales. 

Look at the package goods in any store 
and you will see the shelves loaded with 
labels, bottles, and cartons that are low in 
sales appeal. Artists itch for the job of re- 
designing, but the job takes more than ar- 
tistry. Sales sense, horse sense, and con- 
sumer tests, coupled with good designing, 
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have lifted many a product out of drabness 
into the light. 


Test Your Sales and 
Advertising Policies 


You know what your good friends and 
some of your bad friends say about your 
policies. But you'll never know how many 
indifferent ones might be won over as good 
friends until you start taking regular audits 
of trade and consumer attitudes. 

To summarize the old and new ideas I 
have presented, these are my personal con- 
victions : 

Ist: That lower prices for many manu- 
factured products will bring them 
within the reach of more people who 
would gladly buy if they could, em- 
ploying more workers in manufac- 
ture and thereby increasing our na- 
tional purchasing power. 

That cuts in prices are desirable 
only when they pay a profit to 
manufacturers and sellers of goods. 
That savings made where inefficient 
selling exists will help materially to- 
ward lower prices and ultimate prof- 
its. 

That science in marketing has been 
sadly neglected in comparison with 
the use of science in production. 
That the % or 1% of manufacturers 
who now use modern scientific 
methods of marketing are not only 
social assets to the country, but are 
earning reasonable profits through 
their efficiency. 

On bringing science into marketing, only 
a start has been made. On marketing re- 
search, for example, about two or three 
millions of dollars a year are being spent, 
and about 500 full time people are employed. 
It is only a drop in the bucket, of course, 
compared with production research, but it 
shows that we are on our way to greater 
efficiency and better profits in marketing. 


2nd: 


3rd: 


4th: 


Sth: 

















Intra-City Business Areas for 
Principal Cities 


MALCOLM J. PROUDFOOT' 


Research Geographer, Bureau of the Census 


HE THIRTY-SEVEN principal cities of our 
Wasa occupy less than one-tenth of 
one per cent of our land area. Over twenty- 
nine million people choose to live a crowded 
existence in this relatively small area. This 
crowded population represents roughly one- 
fourth of our total, but purchases approxi- 
mately one-third of the goods sold at retail 
in this country. Here is a rich retail market. 
What does the Bureau of the Census tell 
you about this market? 

Detailed Business Census data are avail- 
able for each principal city, and for many 
smaller cities. These data give a true picture 
of city business as a whole. Why then the 
numerous requests that the Census Bureau 
furnish intra-city business tabulations? 
Obviously these requests result from the 
infeasibility of analyzing the specific busi- 
ness condition of various parts of a city by 
means of the city-wide data as published. 

This Bureau has not been unmindful of 
the need for such intra-city business tabula- 
tions. During the past year experimental 
work has been undertaken using Business 
Census data for the cities of Chicago, Phila- 
delphia, Cleveland, and Atlanta. This work 
disclosed the problems involved in establish- 
ing permanent intra-city business areas for 
the principal cities. 

The Bureau of the Census desires to ren- 
der the maximum service to the greatest 
number of interested parties. It must avoid 
illegal disclosure of individual operations. 
It is limited by time and money considera- 
tions, and its work must constitute a contri- 
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bution to the permanent records of our 
country. 

Our experimental work revealed four 
principal types of retail structure. These 
four types are: the central business district ; 
the outlying business center; the neighbor- 
hood business street; and the isolated store 
cluster. It may be assumed that these same 
structural types are present in the remain- 
ing principal cities. 

We are familiar with the central business 
district, which represents the retail business 
heart of each city. In this confined district 
there are more retail stores doing a greater 
volume of business, both individually and 
collectively, than are found in any other 
comparable area within the city. Here are 
large department stores, numerous women’s 
and men’s clothing stores, furniture stores, 
shoe stores, jewelry stores, and similar retail 
outlets selling “shopping goods.”’ Added to 
these we find an unimportant sprinkling of 
“convenience goods” retailers. The central 
business district draws customers from all 
parts of the city proper and from outlying 
suburbs and nearby incorporated towns. To 
serve this two-way customer flow, all modes 
of intra-city transportation are focused on 
the central district, causing extreme traffic 
congestion. The personal inconvenience of 
this congestion, and the commutation-cost 
of time and money have all favored the 
development of outlying business centers 
catering to the shopping wants of outlying 
population. 

These outlying business centers represent, 
in miniature, the same type of retail struc- 
ture characterizing the central business dis- 
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trict. Although individual centers do not 
draw customers from all parts of the city, 
they frequently attract them from long dis- 
tances. Since these centers depend on cus- 
tomers drawn from wide areas, they all have 
developed at focal points of intra-city trans- 
portation, where pedestrian traffic is in- 
creased by the passengers of mass and 
vehicular transportation. 

In contrast neighborhood business streets, 
for the most part, attract customers from 
within easy walking distances. These busi- 
ness streets comprise more or less continu- 
ous rows of grocery stores, meat markets, 
fruit and vegetable stores, drug stores, and 
other convenience goods outlets, interrupted 
only by a minor admixture of shopping 
stores. These streets have spread over the 
residential portions of the city by following 
principal mass transportation routes which 
are undesirable for residence. These streets 
either form a continuous network, are ex- 
tensions to outlying business centers, or are 
isolated in residential portions of the city. 

Isolated store clusters are the final, and 
individually the least significant type of re- 
tail structure. Such clusters usually com- 
prise two or more complementary rather 
than competitive convenience stores. They 
supply the immediate wants of resident 
families located within an easy walking dis- 
tance. Most frequently these store clusters 
develop in the sparsely settled fringes of 
the city. However, some clusters result from 
rigid zoning regulations within densely 
populated residential areas. 

The problem of intra-city analysis is time- 
honored. In the field of population much has 
been done to provide a solution. To date 
some fifty principal cities have been divided 
into Census Tracts. These Tracts form 
permanent statistical units for intra-city 
analysis of population—past, present, and 
future. A Tract is a relatively homogeneous 
residential area with a population of from 
3000 to 8000 inhabitants. These Tracts were 
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established by local city groups, and checked 
by the Bureau of the Census. 

Four methods present themselves where- 
by permanent intra-city business areas might 
be established. To evaluate these methods, it 
must be ascertained if they can be employed 
to establish satisfactory business areas to 
enclose the four principal types of retail 
structure. 

The first method advanced would require 
this Bureau to give business tabulations by 
individual Census Tracts. The appealing 
simplicity of this solution is overwhelming. 
“Why hasn’t this been done? Census Tracts 
are already established. Think what perfect 
correlations might be drawn between busi- 
ness and population!” 

Now let us see where this method led us. 
By plotting the volume of sales and number 
of outlets for each block un the Tract maps 
of Chicago, Philadelphia, Cleveland, and 
Atlanta we saw their retail structures in 
relation to Tract boundaries. This revealed 
a number of Census Tracts containing no 
retail stores. Many more contained so few 
outlets that the danger of disclosure would 
make publication impossible. Further, and 
most disheartening of all, Census Tracts, 
in a large majority of cases, had business 
street boundaries. Business streets may be 
logical boundaries between residential areas, 
but they are certainly illogical boundaries 
for areas to be used in intra-city business 
analysis. For such analysis, business streets 
represent the most important statistical unit, 
and by using individual Census Tracts such 
business streets would be hopelessly severed. 
The data of one severed portion would be 
lumped with possibly two or three additional 
portions severed from other business streets. 
Such tabulations for such areas would be a 
statistical hodgepodge. But this is not all. 
Imagine the confusion if business data for 
the central business district or for an out- 
lying business center were divided among as 
many as five or even fifteen Census Tracts. 
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Obviously, this method does not meet a 
single requirement. Therefore, its high cost 
need not be considered. 

A second method seeks to correct one fun- 
damental objection to the first method. This 
method proposes the establishment of busi- 
ness areas by combining Census Tracts. It is 
correctly argued, that this overcomes the 
objection of illegal disclosure. However, a 
serious doubt arises when it is asserted that, 
in this way, worthwhile correlations can be 
drawn between population and retail data. 
City population is not static. Transportation 
by auto, street car, motor coach, elevated, 
subway, and suburban railroad make pos- 
sible a stupendous mobility of population. 
This population in motion indulges in selec- 
tive buying. Major purchases such as cloth- 
ing, automobiles, furniture and a host of 
other shopping goods are purchased where 
selection is greatest. People travel long dis- 
tances to make such purchases in the central 
business district or in the outlying business 
centers. For this reason there is virtually no 
correlation between outlying community pur- 
chasing power and the number of shopping 
goods stores found in these communities. 

Besides this fundamental shortcoming 
there are several other objections to this 
method. Many objections to the first method 
also apply here. Since most Census Tract 
boundaries are business streets, it is im- 
practical to use combinations of these Tracts 
to set off the shopping stores of the central 
business districts or outlying business cen- 
ters. This would combine the convenience 
store data from one side of separated neigh- 
borhood business streets with the desired 
shopping data. The final tabulations would 
be distorted by the inclusion of these data 
which are incomparable both in kind and in 
the sales volume of individual outlets. 
Furthermore, Census Tracts are usually rec- 
tangles oriented either north-south or east- 
west. This shape and orientation is ill- 
adapted to sharply enclose outlying business 
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centers that follow diagonal streets. Finally 
the long axes of Census Tracts are fre- 
quently at right angles to the principal busi- 
ness streets of either the central business 
district or the outlying business centers. 
Therefore, by combining these Tracts, ex- 
tensive residential sections are included in 
an area which should conform closely to a 
specific concentration of shopping goods 
outlets. 

A third method establishes business areas 
of two types. Shopping goods outlets of 
the central business district and outlying 
business centers are set off into closely con- 
fined areas, determined by an analysis of 
block-frontage volume of sales. Convenience 
goods outlets of neighborhood business 
streets and isolated store clusters are set off 
into large residentially homogeneous com- 
munity business areas of combined Census 
Tracts. These latter areas are determined by 
real property inventory, land value, and 
other data indicative of community standard 
of living. 

This method has three important ad- 
vantages. In the first place, it serves to 
localize the entire city retail structure. Key 
maps to accompany these tabulations would 
show the location and extent of neighbor- 
hood business streets and isolated store 
clusters within each community business 
area. Secondly, this method facilitates the 
determination of possible correlations be- 
tween outlying convenience goods stores and 
resident community population. Finally, 
such business areas possess a desirable de- 
gree of flexibility. As new outlying business 
centers develop, these may be set off and 
separately tabulated without impairing the 
relative comparability of other tabulations. 

The disadvantages of this method, though 
not serious, should be noted. In the first 
place, data by these large community busi- 
ness areas of combined Census Tracts would 
be limited in utility. Any selected combina- 
tion of Census Tracts may be suitable for 
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certain correlations, but unsuitable for 
others. Grocery stores, meat markets, fruit 
and vegetable stores, and drug stores may 
draw customers from only a short walking 
distance. Specialized bakeries, fancy grocery 
stores, or delicatessens may draw the 
majority of their customers from twice this 
distance or even farther. Even the customer 
tributary areas of stores of the same kind 
may show great individual variation. There- 
fore, for correlations between population 
and business data, it seems ill-advised to 
pre-determine any combination of Census 
Tracts to be set off into business areas for 
intra-city analysis. Such pre-determined 
community business areas might serve 80 
per cent of the potential users of these data, 
but they might be entirely unsuitable for 
all remaining users. This Bureau must pro- 
vide the most flexible system possible, and 
facilitate the greatest conceivable use of 
these data. Secondly, these large community 
business areas account for the entire city. 
Cemeteries, parks, uninhabited subdivisions, 
school grounds, railroad yards, docks, and 
factory grounds are all included. Although 
this should not be a serious objection, due 
to the aforementioned key maps, this condi- 
tion may lead to confusion. Finally, in order 
to bound these community business areas 
it is necessary to sever some neighborhood 
business streets. This, however, may be taken 
as a minor objection. Due to the large size 
of these community business areas probably 
less than 5 per cent of the neighborhood 
business streets would be so affected. 

A fourth and final method discards the 
use of Census Tracts and establishes busi- 
ness areas for each of the principal types of 
retail structure. The central business dis- 
trict and the outlying business centers are 
set off into closely confined business areas 
by means of an analysis of block-frontage 
volume of sales. Similar closely confined 
business areas are established for the neigh- 
borhood business streets and isolated store 
clusters, based on a maximum number of 


stores for each area. These areas would 
enclose neighborhood business street seg- 
ments of a size suitable for business areas. 
Similar business areas would be laid out to 
care for possible future growth in the retail 
structure. This could be determined from 
zoning maps, and other data seeking to show 
potential city business streets. 

The chief advantage of this method is the 
exactitude with which each business area 
would represent a precise segment of the 
retail structure. In addition, these business 
areas would possess several related ad- 
vantages. As enumeration districts they 
might greatly facilitate the work of field 
enumeration, and provide both a check and 
a means of control for a complete canvass. 
In addition, the dual purpose of these areas 
might greatly facilitate sorting schedules 
and tabulating the desired data. Finally, 
tabulations for these business areas should 
possess a wide range of use. Correlations 
could be run between data for individual 
business areas or combinations of business 
areas and: (1) population data for any de- 
sired combination of Census Tracts sur- 
rounding this area or combination of areas; 
and (2) other related intra-city data. 

The disadvantages of this fourth method 
should be noted. In the first place, direct 
correlations between business area data and 
population data would be possible only when 
individual or combined Census Tracts sur- 
round the business area or areas in question. 
When this is not the case there would be no 
direct correlation with population data, al- 
though Census Tracts could probably be 
combined to approximately conform to busi- 
ness areas, and correlations be computed. 
Secondly, due to possible disclosure, tabula- 
tions could not be provided for many busi- 
ness areas enclosing isolated store clusters. 
Data for all such stores must either be given 
by combined business areas, or placed into 
a miscellaneous category. Thirdly, although 
a definite rule is used to divide neighborhood 
business streets into business areas, this rule 
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is arbitrary, and in many instances, its appli- 
cation might illogically segmentize these 
streets. 

To provide completely for intra-city busi- 
ness analysis, it is necessary to give busi- 
ness area data for all suburbs and towns 
contiguous to each principal city, for popu- 
lation and retail stores serving that popula- 
tion are practically unaffected by political 
boundaries. 

Let us assume that either the third or the 
fourth method is used. Then, local experts 
and other interested groups, in joint confer- 
ence with representatives of the Bureau of 
the Census, are to reach a final agreement on 
the location and extent of each intra-city 
business area. 

It is impossible to forecast the precise 
intra-city business data which this Bureau 
may publish, either at Federal or local ex- 
pense. Tabulations are limited by the dis- 
closure-law and by available funds. It seems 
probable, however, that the number of stores 
and the volume of sales can be given for prin- 
cipal kinds of business. 

What is the value of such intra-city busi- 
ness data? They reveal the relative impor- 
tance, by volume of sales, and number of 
stores of each business area within a given 
city. With subsequent Censuses it will be pos- 
sible to check intra-city business trends. 

It is not possible at this time to mention 
all of the manifold uses of such intra-city 
business data. However, even a partial list- 
ing is impressive. In the first place, correla- 
tion studies made between population and 
business data will indicate to retail mer- 
chants, wholesalers, and manufacturers the 
likelihood of intra-city business expansion 
or contraction, and in either case condition 
their programs. Then, by comparing busi- 
ness trends from Census to Census, retail 
merchants can gauge the condition of their 
individual stores in any specific portion of 
the city. Likewise, they can ascertain what 
portion or portions of the city, whether for 
convenience goods or for shopping goods, 





235 


offers the best opportunity for the establish- 
ment of new retail stores. Also these tabu- 
lations will serve as a guide to both local 
and national advertisers in conducting sales 
promotion campaigns. Further, these tabula- 
tions may be used to advantage by the pub- 
lishers of trade journals as the basis for 
promotional material and general market 
analysis articles. Finally, these tabulations 
may be used as a guide to realtor activity, 
as an aid to public utilities in their programs 
of expansion, for the evaluation of estates in 
legal settlement, and as an aid to banks, 
insurance companies, and individual in- 
vestors. 

I have attempted impartial analyses of 
these four methods of establishing intra-city 
business areas. This Bureau respectfully 
solicits the suggestitons of all persons inter- 
ested in this problem, to the end that we 
may select a method which renders both the 
greatest service to interested organizations 
and individuals, and at the same time is 
practical for us to follow. It is hoped that 
you will either tell us which of our methods 
you consider most suitable, or that you will 
advance other methods which may better 
serve the purpose of intra-city business 
analysis before the possible imperfections 
of any method adopted become crystallized 
by use. New conditions in cities thus far not 
investigated may necessitate change. Points 
raised in conference with men who are in- 
timately familiar with conditions in their 
home city may provide suggestions for 
needed change. Problems encountered by 
the Field and Business divisions of this 
sureau may necessitate other changes. This 
Bureau recognizes that whatever procedure 
is finally adopted must be subject to modi- 
fication. Finally, it is doubtful whether this 
Bureau is yet in a position to furnish intra- 
city business data. Before this can be ac- 
complished there should be improvement 
both in the technique of enumeration and 
in the cooperation which certain business 
groups give this Bureau. 





Guide-Posts in Marketing Control 
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erage one of the most fundamental 
guide-posts to marketing control was 
stated over a hundred years ago by that 
rather penetrating German philosopher, 
George Wilhelm Friedrick Hegel (1770- 
1831). He stated, “history teaches this— 
that peoples and governments have never 
learned anything from history.” It is inter- 
esting to note that he did not say peoples 
and governments could not learn from his- 
tory. I quote Hegel because his great con- 
tribution to thought was his ability to com- 
bine the real with the ideal. 

I wonder if it cannot be just as aptly said 
today that many marketing organizations 
have never learned anything from the his- 
tory of marketing. And to observe also that 
marketing organizations could learn from 
the history of marketing. 

Today it is generally recognized by psy- 
chologists that the highest form of intelli- 
gent behavior is one’s capacity to learn from 
the experiences of others. Certainly it can 
be said, just as strongly, that the most 
profitable form of marketing control is that 
which does not repeat the mistakes of 
others. 

But I speculate, in the light of what Hegel 
said, that many of us marketing men in the 
plans we adopt for the control of individual 
marketing activities, will find ourselves 
mummified remains of Hegel’s keen obser- 
vation. And I speculate also we will find 
ourselves the direct opposite of what psy- 
chologists consider intelligent behavior. 

One could relate a thousand times over 
in the history of marketing from the days 
of the Phoenicians to the most recent col- 
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lapse of a marketing venture, the persistency 
of man in repeating the errors of the past. 
In relatively recent history, you can count 
on your fingers and toes the number of com- 
panies in the United States that have been 
in continuous business for a hundred and 
fifty years. 

Mark Sullivan in 1926, in an incidental 
study related to a disquisition celebrating 
the 150 years which had passed since the 
memorable time when Jefferson had stirred 
the world by the embodiment of his political 
philosophy in the Declaration of Inde- 
pendence, discovered but seventeen business 
units that were doing business on the day 
of America’s birth that had held their own 
against the tooth of time, and are in active 
business today, and in the hands of the de- 
scendants of the original firm, without any 
break in the family continuity.’ 

It would certainly be a valuable record 
in the control of our activities if we knew 
the details of their experiences through 
prosperity and depression, war and peace, 
and the changing styles and modes of money 
and marketing. 

Dun and Bradstreet reports the average 
life of active industrial and commercial con- 
cerns with the number newly organized each 
year as but five years. In other words, 
twenty per cent of the concerns in business 
are discontinued each year. 

Such a record is not a condition peculiar 
to depression. The past has shown and the 
future will certify that it is also a character- 
istic of prosperity. 

The process is a continuous one as a result 
of our inability to perceive the problems 
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to be solved. Too many marketing men are 
trained in the process of solving marketing 
problems after they have been stated or 
created. Too few have the rare gift of per- 
ceiving the problems that need to be solved. 

It has been repeatedly shown that profit- 
able marketing springs from some competi- 
tive advantage which others cannot or are 
unwilling to duplicate. The creation of such 
a competitive advantage produces what may 
be termed a self-generating competitive 
cycle, the stages of which are not necessarily 
successive, nor do they appear as individual 
stages. They may appear singly or in vary- 
ing combinations in relation to the products 
sold, the markets covered, or customers 
served. However, they do take the form of 
distinctive patterns which tend to be repeti- 
tive. From an analysis of such patterns, 
information may be found on the basis of 
which control may be formulated and the 
ultimate results of the marketing strategy 
employed determined. 

For purposes of discussion, these repeti- 
tive stages of marketing may be considered 
in the following order. 

The first stage in which a profitable com- 
petitive advantage usually exists is at the 
organization of the business.? Most busi- 
nesses are organized with the definite con- 
viction of overcoming market deficiencies 
caused by the absence or lack of facilities 
to distribute a product, lack of capital, lack 
of a trained personnel, and so on. It is the 
skill in overcoming these deficiencies which 
forms the basis of profitable operation, 
which usually continues until competition 
equalizes the advantage. 

The second stage of competitive ad- 
vantage is usually gained through control 
of the product marketed, by means of ex- 
clusive agency agreements, secret rebates, 
excessive allowances, or unusual packaging. 
The advantage continues only until compe- 
tition forces equalization of the original ad- 


* Thompson-Lichtner Co., Inc., Problems of De- 
pressed Price Levels, 1931. 


237 


vantage. The tendency toward decreasing 
profits and the threat of failure leads to the 
third stage. 

This third stage of advantage is one in 
which marketing profits are obtained more 
through improved marketing methods. 
Stress is placed on low marketing costs 
obtained by executive, administrative, and 
managerial skill. The advantage is due not 
so much to the absolute skill of those em- 
ploying these methods but to the absence of 
the use of such practices by supposed com- 
petitors. In this stage skillful buying, astute 
financing and detailed cost control and in- 
centive plans are employed. 

As competitors develop equal efficiency 
in the reduction and control of their market- 
ing costs, the advantage disappears. Today 
this method of obtaining marketing profits 
is enjoying full play as represented by the 
vigorous struggle between chains and in- 
dependents. Those who are unequal to the 
task of duplicating the strategy employed 
clamor for legislative protection as repre- 
sented by the Robinson-Patman Act. Others 
court the consumer into a shot-gun marriage 
of a consumer-cooperative,—hastened by 
shells loaded with “fear-shot” fired by in- 
surgent and rebel groups of supposed con- 
sumer fuehrers or leaders. 

The violent price-cutting so characteristic 
of this phase tends to equalize the ad- 
vantages formerly enjoyed. 

The fourth stage of profitable competi- 
tive advantage is obtained through market- 
ing and merchandising skill. At this stage 
all the practices of high-pressure merchan- 
dising and advertising are employed. 
Twenty-five thousand dollar prizes are 
offered for reading into nondescript carica- 
tures of historical and legendary figures, 
thoughts and names which were never part 
of the mental make-up of the caricaturist. 
Competition naturally attempts to equalize 
these advantages by offering prizes for nam- 
ing mythical babies that will never have the 
need or never taste toothpaste for many 
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months to come. However, profits are usu- 
ally earned because doing something is in- 
variably better than doing nothing. 

Finally, the tendency is for all these com- 
petitive advantages to be offset by the intel- 
ligent and unintelligent imitation of the 
originally created advantage. This may be 
considered the fifth stage. It should be stated 
that these imitative activities are not neces- 
sarily consciously predatory. In most cases 
they are the regressive tendencies so charac- 
teristic of most marketing activities. A sort 
of reversion to intuitive instincts—if such 
there be, to secure some income. 

In all these various stages one finds not 
only the duplication of methods rather than 
the creation of advantages, but also the repe- 
tition of the errors which caused the original 
leaders to lose their advantage. 

I hope I am not being misconstrued in this 
discussion. I do not pretend to offer an ab- 
solute answer to continuously profitable 
marketing; nor what is the ideal market- 
ing set-up. Geneticists tell us that it takes 
800 years under controlled conditions to 
breed a new type of human being. Marketing 
will undoubtedly be carried on fora long time 
by men under relatively uncontrolled con- 
ditions. There will be much inbreeding and 
cross-breeding between the strong and the 
weak marketing methods. The prodigy will 
have its share of the dominate and the re- 
cessive traits of its progenitors. There will 
be geniuses and monstrosities. But where 
will be the men possessed with all the wis- 
dom, as to what is good for man and what is 
good for society, into the hands of whom we 
will be willing to entrust the solemn rites of 
euthanasia? That painless death of ill-con- 
ceived ideas of how to make a profit out of 
marketing. 

Personally, I have a lot of faith in the 
muddling process of many of our marketing 
methods. Certainly out of the errors made 
we have the opportunity to do a better job 
of muddling. I have in mind those errors 
resulting from overestimating the percent- 


age of the market to be obtained; the over- 
estimation of the percentage of prospects 
who know of your product or of the merits 
of your organization; the overestimation of 
the soundness of your marketing policies; 
the overestimation of existing competition 
to the increased sales of your product; the 
overestimation of the consumers’ acceptance 
of your pricing policy; the overestimation 
of the advertising appeals, advertising 
media, and the promotional methods now 
employed as profitable sales producers. 

It is in this optimistic coma of self- 
satisfaction that we find the sources of the 
guide-posts to marketing control. The con- 
tinuance of a hypnotic chant such as—day 
by day in every way our marketing strategy 
is getting better and better—to borrow a 
phrase from that French Pollyanna, Coué, 
is not the answer. 

Today it is not a question of wishful 
thinking, or blasé opinions—it is a question 
of what are your facts. Facts gained from 
detailed analysis and proper interpretation, 
coupled with their courageous execution in 
terms of what will tend to prevail is what 
is needed. 

It doesn’t take an Einsteinian mind to 
realize that the continuance of the New Deal 
means a continued drive for a broader dis- 
tribution of the national income with greater 
purchasing power for the masses, and the 
protection of consumers and_ businesses 
from unfair practices. The fact is they offer 
the possibility for the continued develop- 
ment of sales volume with an increase in the 
consumption of goods and the creation of 
profit. The tide has definitely turned in that 
direction. Anticipation, not consternation as 
to how your product or your organization 
will fit in these conditions, is the course to 
follow. Burrowing into the ground and 
hibernating may be a good way for a 
ground-hog to keep from adjusting himself 
to the changing seasons. But ground-hog 
tactics seldom preserve marketing organi- 
zations. 
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Thoughtful men of the past have run with 
the tide and not wasted their efforts in buck- 
ing it. This does not mean that successful 
marketing will be enjoyed by mere drifting. 
In the final analysis all profit must be 
earned. To earn necessitates more than 
duplicative or imitative effort—it requires 
creative effort. 

To meet these problems, it is not enough 
to peer into the conditions of your business 
alone. It has been shown that but approxi- 
mately 40 per cent of the factors influencing 
a business are to be found in the business 
itself. Fully 60 per cent of the elements 
working for success or failure of a business 
are forces outside the business. 

What are some of these parasitic forces? 
The National Distribution Conference held 
by the Chamber of Commerce of the United 
States in 1925 listed 15 of them which need 
close attention. It is well to remember that 
these outside forces do not produce waste 
in the sense of willful waste, but rather eco- 
nomic waste which is the natural by-product 
of a competitive system. They are not ele- 
ments which a single individual can correct 
by his own initiative. Nor can they be cor- 
rected by legislative fiat or a reversion to 
Couéism. Collective action is what is needed. 

These barb-wired barriers to smoother 
marketing were roughly catalogued as fol- 
lows: 

1. Waste from the speculation, relaxa- 
tion of effort and extravagance of booms 
with the infinite waste from unemployment 
and bankruptcy which comes with the in- 
evitable slump. 

2. Waste from excessive seasonal char- 
acter of production and distribution. 

3. Waste caused through lack of infor- 
mation as to national stocks, of production 
and consumption with its attendant risk and 
speculation. 

4. Waste from lack of standards of 
quality and grades. 

5. Waste from unnecessary multiplica- 
tion of terms, sizes, and varieties. 
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6. Waste from lack of uniformity of 
business practices in terms and documents, 
with resultant misunderstandings, frauds, 
and disputes. 

7. Waste due to deterioration of com- 
modities. 

8. Waste due to inadequate transporta- 
tion and terminals, to inefficient loading and 
shipping and unnecessary haulage. 

9. Waste due to disorderly marketing, 
particularly of perishables, with its attend- 
ant gluts and famines. 

10. Waste due to too many links in the 
distribution chain and too many chains in 
the system. 

11. Waste due to bad credits. 

12. Waste due to destructive competition 
of people who are in fact exhausting their 
capital through little understanding of the 
fundamentals of business in which they are 
engaged. 

13. Waste due to enormous expenditures 
of effort and money in advertising and sales 
promotion effort, without adequate basic in- 
formation on which to base sales promotion. 

14. Waste due to unfair practices of a 
small minority. 

15. A multitude of waste in use of ma- 
terials, in unnecessary fire destruction, in 
traffic accidents and many other directions. 

These were listed 12 years ago, but they 
read like the indictments that were hurled 
back and forth during the recent presidential 
campaign. They are a sort of tableau to 
man’s recognition of the inadequacy of his 
present accomplishments, and the relative 
futility of his efforts to correct them. 

Some would like to overcome them 
through a legislative act, like some physi- 
cians feel they can correct the common cold 
through an intravenous injection of a stock 
vaccine, the results of which are reported to 
be but 10 per cent effective. The solution is 
in constant recognition of the burden they 
impose and the cooperative determination of 
all to secure results. 

The presence or absence of these 60 per 
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cent outside barb-wired barriers to profit- 
able marketing and what is being done about 
them is what makes for success or failure. 

Now let us look at the 40 per cent guide- 
posts which influence the business from 
within. 

Before anything, one must survey the 
terrain through which the business has 
passed. What advantage or combinations of 
advantages working for profitable market- 
ing have been enjoyed? Have those ad- 
vantages arisen from organization; con- 
ferred preferences; administrative capacity; 
merchandising and marketing skill, or from 
friendly toleration. Are they bringing the 
assured profits of creative activity, or are 
they merely producing the uncertain profits 
of imitation? 

Unusual is the company which can say it 
has explored all these possibilities for a 
profitable competitive advantage. 

For the sake of balance, rather than all 
inclusiveness, I am listing 15 guide-posts 
for marketing control which offer unusual 
opportunity for the creation of an excep- 
tional competitive advantage. There are 
many marketing organizations who perceive 
only the profit and loss from their activities, 
while few see the many varying elements 
working for profit or loss in the business. 

These guide-posts are: 

1. Will a re-analysis of past marketing 
methods reveal new advantages to be had by 
better methods? 

2. Will a re-analysis of past marketing 
practices indicate additional competitive ad- 
vantages over present methods of serving 
customers? 

3. Will a re-analysis of past marketing 
plans uncover increased advantages in pro- 
cedure in serving the territory? 

4. What products offer the greatest 
future advantage in terms of volume or 
profit, or both? 

5. What customers are the most logical 
prospects for continued use of your product, 
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by size of company, by existing use, or by 
line of business? 

6. What territories hold the best future 
advantage as to geographical location and 
income ? 

7. Can advantages be gained in better 
control of marketing costs? 

8. Can advantages be created by scruti- 
nizing more fully the cost of selling particu- 
lar customers or groups of customers? 

9. Can a better advantage be had by 
supervising more fully the costs of serving 
the territory? 

10. Do advantages lie in a re-analysis of 
incentive plans used to 
products? 

11. Do advantages exist in a revision of 
the advertising appeal? 


move present 


12. Do existing media employed to cover 
the territory offer a continued future ad- 
vantage? 

13. How much of an advantage may be 
created by 
product in 
value’? 


reviewing the price of 
terms of 


your 


changing “market 

14. How much of an advantage may be 
enjoyed by studying new “use values” for 
customers ? 

15. How will advantages be obtained by 
enhancing the territorial prestige of the 
company ? 

These are the primary guide-posts to mar- 
keting control. They differ from the past 
methods of marketing in that they are 
founded upon the deliberate intention to ex- 
cel through planned analysis rather than 
fortuitous circumstances. The past has 
shown that few conditions will not reveal 
under such analysis a new basis for an 
earned competitive advantage that will justi- 
fy the added profit which follows. The only 
limitations to this permanent control of 
earned competitive advantages is from con- 
centrating on the problems of your business 
alone, without considering those of others 
in your plans. 

















Advertising Looks Ahead 


JOHN BENSON! 


President, American Association of Advertising Agencies 


DVERTISING looks ahead. As a form of 
A commercial intelligence it must do so 
to keep abreast of this fast moving world. 
One has to run pretty fast these days to keep 
from falling back. 

And there are broader and more far 
reaching changes in the offing than the ad- 
vertising mind can definitely foresee. Some 
of these I shall touch on, rather than the 
things we are now doing to meet the current 
and prospective needs of our client, the ad- 
vertiser—things with which you are more or 
less familiar. 

I want to say just this about them. There 
is a decided trend towards codperative and 
joint effort in (advertising) research. Ad- 
vertisers agencies and media combine to 
make it successful. This is a fortunate de- 
velopment. It furnishes a broader point of 
view and gives to findings an authority they 
might not otherwise possess. 

There are three major factors in control 
of what may happen to us, in my opinion. 
Changes in business sentiment, in methods 
of distribution, and in consumer response. A 
new trend in business seems to be at work 
today, towards fair play and a more equal 
opportunity in the competitive struggle. 
There is also a trend towards a simpler and 
less cumbersome scheme of distribution, to 
lower its cost. And, thirdly, the consumer 
is awakening as never before to her rights 
and her power to enforce them. 

It would be a daring prophet who ven- 
tured to foretell what is going to happen in 
the next decade. Think what has happened 
in the last, socially, morally, financially, 
politically. The only way we can tell any- 


* A paper presented at the Annual Convention of 
the American Marketing Society, Nov. 27, 1936. 


thing about the future is to project present 
trends; where do they seem to lead? 

As far as business itself is concerned, 
there seems to be emerging a new working 
principle which is bound to have a telling 
effect upon advertising, and that is fair play 
to the average man and equal opportunity 
in the competitive struggle. Unfair dis- 
crimination seems to be on its way out, with 
all of the discriminatory prices, rates, dis- 
counts and allowances with which we have 
been so long familiar. 

The depression undermined much that we 
had thought was as solid as a rock. Seven 
lean and desperate years put all tradition to 
the test ; billions of property lost ; millions of 
people without jobs. Such a collapse could 
not occur without business itself being put 
to a drastic test. Our ideas about doing 
business have been challenged and are being 
weighed in the light of a new point of view 
as to what is economically sound. 

This is being reflected in legislation, both 
State and Federal. Such measures as the 
Patman law, the Food & Drugs Bill, the 
Anti-Basing Point Bill, all point to what lies 
ahead. The average man, whether he be pro- 
ducer or consumer, retailer or worker, must 
be reckoned with as never before. 

This is not merely a political issue. It is 
too deep for politics. Mr. Roosevelt may be 
the champion of that movement; he is not 
the originator of it. It is one of those brew- 
ing sentiments in the public mind which re- 
quires a great war or widespread distress to 
crystallize, and we have been through both. 

I hold no brief for the new deal as such, 
but I believe it would be a dangerous 
mistake for business leadership not to recog- 
nize the under-current of the recent elec- 
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tion, as a deepseated will in the popular 
mind to make some change in the rules of 
our game. The common man is going to get 
his; the small business man is out for an 
equal chance to win; the buyer, be he large 
or small, wants full value for his money and 
as much as anybody gets; and, as you well 
know, the consumer is king. 

If we don’t meet these needs, more 
arbitrary and unreasonable demands may be 
made. 

The large buyer of course is entitled to 
benefit from his facilities and buying power. 
That is the law of trade. It is the reward 
of resourcefulness and merit. Nobody can 
object. The real opposition will be to artifi- 
cial advantage, produced by discrimination, 
by coercion and by quantity discounts and 
special allowances which go beyond the 
limits of relative cost or sound merit—things 
which tend to throttle competition. 

The Patman Law may be unconstitution- 
al, probably is; it certainly is unworkable in 
its present form unless broadly and very 
sensibly construed. It likely will be amended, 
to more nearly meet the needs of business 
and to clarify its own ambiguities and con- 
fusion. I do not think it will be repealed. The 
principle behind it is too deeply rooted in 
public sentiment, I believe. 

Some people think it premature ; that pub- 
lic sentiment should precede legislation by a 
wider margin of time. That may be so. 
There is no doubt about the sentiment being 
here and it is very strong for equal oppor- 
tunity in business and fair play to the 
average man. 

Just how this law may affect advertising 
and our job cannot be definitely foretold. It 
looks as though it would be beneficial; in 
putting competition on a merit basis; in 
lessening the tricks and devices for attract- 
ing the retailer ; and in placing main reliance 
on consumer appeal. That would encourage 
advertising and more reliable copy. 

The Anti-Basing Point Bill, if passed, 
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might handicap national advertising, by pro- 
hibiting uniform delivered prices in all parts 
of this country. Where the freight is a ma- 
terial item, local or regional producers might 
have an advantage in underselling; as a re- 
sult national advertising might suffer and 
regional increase. We may not like to see 
that, of course; I hope that bill will not pass 
in its present form. 

The Food & Drugs amendment is another 
bill which will be reintroduced, after fail- 
ing to pass at the last session of Congress. 
Senator Copeland is still behind it; and is 
holding conferences now with the industries 
involved, including ourselves. We recently 
had our first meeting with him and Mr. 
Campbell, head of the Bureau, and there 
seemed to be an evident disposition to be 
fair to advertising, while at the same time 
building a law which will effectively protect 
consumers. We have been requested to sub- 
mit a draft of our ideas to avoid any tech- 
nical construction of the law and permit the 
emotional appeal so needful to success in 
reaching the consumer. We hope to limit 
false advertising to the definite purpose only 
of protecting public health. 

Such a law, if passed, doubtless would be 
beneficial to advertising, help the honest ad- 
vertiser to wiri public confidence, obtain bet- 
ter results. 

If, on the other hand, some measure is 
passed, giving to bureaucrats arbitrary pow- 
er over advertising, to be construed in the 
same technical way that labels have been 
dealt with, there likely would follow a grave 
shrinkage in the volume of our business. 

* * * 


The consumer is becoming conscious of 
his or her rights and her power to enforce 
them. She is questioning advertising; its 
reliability and truth. She resents being 
treated as a moron who can be cajoled with 
emotional appeal; she laughs at all the ills 
and scares which advertising conjures up to 
sell her goods. 
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And she is becoming organized and vocal. 
Women’s clubs and consumer bodies dot the 
country. They discuss these questions. They 
listen to leaders who analyze both advertis- 
ing and the goods promoted; and, unfortu- 
nately, also to would-be protectors of the 
public, some sensible perhaps, others ignor- 
ant and unsound. 

The consumer after all is our client’s 
customer, upon whose confidence success de- 
pends, if not for each individual advertiser, 
certainly for advertisers as a whole. It is 
our primary duty, I believe, to keep faith 
with her, never to mislead her, nor offend 
her, nor cajole her to her harm. The fact 
that the other kind of copy pays is no full 
answer; there are plenty of morons in the 
world, some of them high grade, and they 
buy goods on the silliest of motives. But 
just as sure as intelligence is growing and 
being organized, a day of reckoning will 
come. However cheap and vulgar and 
flippant the masses may appear to be in what 
they say and do, deep down in their sub- 
conscious mind they may resent these very 
qualities in public print, and their resent- 
ment may some day fall with destructive 
force upon advertising, because it is so pub- 
licly exposed, so widespread and so pene- 
trating an influence upon their daily lives. 

If we do not protect the consumer, so- 
ciety will, through public control, and by 
legislation much more burdensome and less 
intelligent than any regulation we might our- 
selves impose. 


* * * 


How will this affect advertising copy? 

I believe it will swing around more and 
more to a conscious aim of serving the con- 
sumer. Of course all advertising is designed 
to sell. On no other basis could business 
afford to use it. 

But I believe the most effective selling of 
the future will enable the consumer to buy 
intelligently what she needs. It will not only 
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look through her eyes, as it does today; it 
will look at her needs as well. 

With consumers as a class becoming self- 
conscious and out to get their due, good-will 
may loom larger and larger in the buying 
mind; good-will towards the maker and 
towards his goods. It will loom larger in the 
selling mind. 

Advertising will not only avoid being de- 
ceptive ; it will inform the reader much more 
explicitly about the product, as mail order 
catalogues have done for years. This will 
attract readers who want to know, make of 
advertising a buyer’s guide, enable it to ren- 
der, I believe, the greatest economic service 
hitherto performed. By stimulating a buying 
initiative, it would save an immense amount 
of selling effort. There would be more pull 
and less push. Costs would diminish and 
prices could come down; more volume would 
result and less unemployment. 

Here is a beneficial circle of trade mo- 
mentum which would sweep aside all doubts 
about the worth of advertising. Indispens- 
able to it would be a sincere desire to help 
the reader and a reliability of statement no 
one would care to question. 

That is coming, in my opinion. 

There is something else I believe will hap- 
pen to advertising. There will be less arti- 
ficial play upon emotion. Emotional appeal 
is and always will be the life of consumer 
copy. But that appeal must be natural and 
wholesome, not the artificial thing we so 
often see in print. 

There is not much fraud in advertising 
nowadays; that’s a breach of law which 
relatively few would care to risk. There is 
less and less deception. It may be that the 
thing which most makes people discount 
what they see in advertising is an artificial 
play upon emotion. People sense it and lose 
faith. 

This is a natural evolution. As more pres- 
sure for sales is put upon advertising, more 
effort must be made to intrigue the reader. 
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The copy writer strives to outdo competi- 
tion. He strains to be more interesting, more 
startling. He seeks to intrigue the reader 
with a fresh approach. He plays on some 
new fear not hitherto employed. 

We see the same trend in merchandising. 
In many lines of business, products them- 
selves no longer compete. The rivalry is 
between selling methods, premiums and 
prizes, stunts and deals, which have nothing 
whatever to do with the merits of a product. 
Such salesmanship is artificial, no longer 
offers the consumer a choice of qualities in 
a product. 

This trend is true in all walks of life. 

We see it in the law. Justice at first is very 
simple. It rests upon facts and common 
sense. Gradually, to protect against injustice, 
rules of evidence develop, various rights are 
introduced, safeguards against prejudice or 
persecution. All very salutary and humane. 
But as time goes on, legal finesse weaves 
these basic rights into a complicated super- 
structure of technicalities which serve to 
retard justice rather than promote it. Is this 
not a cause of the widespread disrespect for 
law? 

It is needless to elaborate upon the blight- 
ing effect upon education, upon religion, upon 
politics and social customs. We might go on 
indefinitely tracing the trend in all human 
thinking towards making life the artificial 
thing we know and sometimes deplore. 

We may have to put more reality into 
copy, make it simpler, more informative, 
more helpful to the reader. Perhaps here- 
after we shall use less ingenuity in the way 
of fanciful appeal and more in finding out 
what people really want. That is a problem 
which may well engage the inventive talent 
of the advertising mind. 


* * * 


Our job in the future is going to include, 
I believe, public relations of our clients, to 
a much greater extent than ever before and 
in a much more constructive way. 


THE JOURNAL OF MARKETING 


Business is sorely in need of an advocate. 
It is misunderstood, gets little credit for the 
magnificent part it has played in advancing 
our material welfare. People think of it as a 
means of making profit, not as the source of 
bread and butter, the structure upon which 
society has been built. There can be no in- 
come or wealth without it. 

The great bulk of business is honest. It 
gives full value for the price; it keeps its 
engagements; it employs its capital in im- 
proving both plant and product ; in expand- 
ing volume of trade and the employment 
which results. Abuses there are and always 
will be; some of them shameful in fact. 
They have been and are still a costly burden 
to the wage and profit system ; they have dis- 
credited it widely; have led to restrictive 
legislation. This hazard must be met with an 
open and aboveboard story of business it- 
self by those who practice on the level. It 
is not merely a question of telling a story, 
but also of adopting policies which win pub- 
lic favor, of developing events which reflect 
such policies, and of presenting them in a 
way which does not savor of propaganda or 
defense. 

In the first place, industry must know the 
public mind; what it needs, what it likes, 
what it hopes, how it reacts, how it can be 
won. Such knowledge has been pitifully 
lacking. In the matter of public relations, 
there has been no leadership and very little 
common sense. 

As Bruce Barton said in his speech at the 
A.F.A. convention in Boston last June, the 
future heads of industry will be selected for 
their grasp of the public mind, even more 
than for their production and financial skill. 

This seems to me to offer advertising 
minds a far reaching opportunity : in sensing 
the public mind, developing reliable tech- 
nique for doing so, and then in planning a 
course of public appeal which will do justice 
to business, without blandishments of any 
kind. 

There is another aspect of public rela- 
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tions which agencies must master, and that 
is the popular feeling against advertising it- 
self. As you know, that is none too good. We 
have been under attack for the past few 
years ; some of it justly, much of it unjustly, 
without any adequate understanding of what 
advertising does and how it must work to 
achieve results. 

Here is a big job; immensely important ; 
immediately needed. It will take two forms: 
the cleaning up of advertising abuse by find- 
ing out where and to what extent it exists, 
and then bringing pressure to bear to correct 
it in the media where it occurs, in the in- 
dustries which offend. The censorship by 
media must be strengthened and put on some 
cooperative basis. Our seven point copy 
code, adopted jointly by the A.N.A., and the 
A.A.A.A., and last June by the Federation 
itself, must be enforced. 

Then we must answer the charge of cajol- 
ing the reader with emotional appeal, and 
the charge of economic waste. We must 
point out the difference between the whole- 
some and enjoyable illusions of life and of 
advertising and the delusions which betray 
it. We must point out that illusion in the 
better sense is the thing which gives living 
its savor, helps us all to carry on. It is the 
motive which stimulates endeavor. Where 
would religion be without it, or marriage, or 
mother love, or ambition? You cannot move 
the masses without illusion in any walk of 
life; no more can advertising. 

As to economic waste, there is a simple 
and self-evident answer: If advertising did 
not lessen the cost of distributing goods by 
economizing sales effort, it would not be em- 
ployed. If any less expensive method could 
be found, it would be promptly adopted. 
Competition would see to that. 

Of course, cost and price are two different 
things. They usually go together, but not 
always. When an advertiser increases his 
volume or stabilizes his output, he can do 
one of two things: Either reflect such econo- 
mies in his price to the consumer or keep 
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the extra profit for himself. That’s for his 
decision. It is no responsibility of advertis- 
ing, which does its bit when it spreads the 
use of merchandise and lowers its cost to 
the maker. What he does is something else. 

This is not the whole story, to be sure. 
People are interested in the price of adver- 
tised goods, as compared with the unadver- 
tised. Some of us feel that a statistical study 
of advertising should be made, of its effect 
upon prices, upon quality and standards of 
living; how much it eliminates waste; how 
much it affects production and employment, 
purchasing power of the masses. 

Much might be learned from such a study 
of high credit to advertising as a social and 
economic force; much might be learned 
which is not so constructive. 

More far-reaching inquiries have been 
proposed, such as an exhaustive study of the 
consumer, not as an individual, but as a unit 
of the social structure, a member of a group. 
This study would include all of the social 
and economic forces which play upon him 
and cause him to react towards employer 
and seller and advertiser. It might indicate 
whether the emotional appeal is degrading to 
readers, cheapening their character and 
ideals, or whether in a mixed population like 
ours it serves to cement the great variety of 
national and racial instincts into an har- 
monious whole, by stimulating the ambition 
to own things and get on in the American 
way. A question which may become crucial, 
in the opinion of some. 

The social and economic value of adver- 
tising may be questioned more seriously in 
the future, as some authorities think, to 
which there is as yet no adequate or scien- 
tific answer. We may be facing a fate similar 
to that confronting the railroads years ago 
and the utilities in more recent times, unless 
we can more fully justify advertising as a 
social force. 

Some economists have been against us, 
based on assumptions, we believe, which no 
longer square with the facts of modern busi- 
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ness, and will be revised by them. There are 
already signs of that. There is less sweeping 
criticism offered by them and a more dis- 
criminating point of view. 

After all, advertising expresses the needs 
and desires of modern life, as we know it, 
both good and bad. It is a mere mouthpiece 
in this respect. It cannot rise much above 
nor sink much below current standards of 
doing business and the current level of 
popular conduct and public taste. 

Economists are still asking whether the 
emotional appeal does not diminish the na- 
tional dividend in volume and worth of 
tangible goods produced to the extent that it 
builds up consumer satisfaction and other 
subjective values at a higher price. 

They are also asking whether consumers 
are being informed about goods and their 
real merit or being confused by a welter of 
artificial and conflicting claims? 

Whatever the answer to these questions, it 
may well determine or help to determine not 
only the fate of advertising, but of the whole 
system of free enterprise in this country, of 
which advertising is the mouthpiece and 
public impression. 

* * * 


There is a more dynamic side to advertis- 
ing as a constructive force in creating con- 
ditions rather than being the passive product 
of them, to which I can only briefly refer. 

It has a long record of blazing the trail for 
new and better ways of living; it not merely 
promotes conveniences and inventions made 
by industry; it is very largely the incentive 
of them. 

Every advertiser is inevitably committed 
to improvement in his product and in its use- 
fulness to people. The larger his investment 
in printer’s ink, the more imperative it be- 
comes that he advance. He is marching 
through the corridor of public gaze. Millions 
of readers are aware of what he has and 
does. Their attention is concentrated on him. 

Many a concern has been confronted with 


a waning of its appeal to the public because 
of some competing product of greater merit 
or because of a lack of news value in its 
own. 

Advertising is commercial news and like 
journalism it must keep fresh and varied; 
otherwise the readers fall away. It cannot be 
manufactured any more than the news 
columns of a paper; there must be real 
events to support the one and real values to 
inform the other. 

One of the things it has stimulated is a 
more orderly way of selling goods. The very 
volume of it has compelled an analysis of 
markets, of consumers, of competition, to 
sustain a mass appeal. No advertiser can 
afford to spend millions on any hit or miss 
basis. Today hundreds of millions are being 
spent. This is bound to expand marketing 
research. 

Simpler and easier distribution will fol- 
low. To make advertising pay, trade ob- 
structions must be removed ; otherwise mere 
persuasion is defeated by forces it cannot 
effectively control. Consumer appeal always 
works backwards to the channels of trade. 
It clears the track between producer and 
consumer. 

I have no fears about the future of ad- 
vertising, whatever changes it may face. It is 
one of the most adaptable tools in commerce. 
It is an intimate and integral part of Ameri- 
can life; the way we want to buy and sell 
goods. It builds up the power and influence 
of the average man, of the consumer whose 
voluntary choice of goods based on advertis- 
ing is the best safeguard we can devise 
against abuse, exploitation or any form of 
dictatorship in this country. The consumer 
himself is boss. 

It fosters a bond upon which the unity 
of our nation depends, more than is true of 
any other nation in the world; namely, 
mutual dependence of producer and con- 
sumer, of retailer and worker, in the pro- 
duction of our wealth. 

















Marketing Horizons—What Is 
Before Us Marketwise 


ADOLPH ULMAN! 
P President, Northeastern Radio, Inc., Boston, Mass. 


I AM A MEMBER of the American Market- 
ing Society almost from its inception. My 
position, however, is that of a student and 
practitioner and not of a teacher. As such I 
am a little disturbed by the marketing per- 
plexities of my teachers as revealed by 
yesterday’s speakers. 

Ever since I became a student of market- 
ing, I began to treat my business as a pro- 
fession. Therefore, as a professional mar- 
keting man, I am not particularly worried 
whether the tools of production will continue 
to be privately owned or collectively— 
whether we'll produce for profit or for use. 
Under any system my services will still be 
useful and needed. 

Politically speaking, a correct understand- 
ing of what is before us marketwise in this 
country will depend largely upon a correct 
appraisal of what happened on November 
3rd. 

I am afraid that business is missing by a 
wide mark when it is trying to explain 
Roosevelt’s election on a basis of personal 
magnetism. I believe business would come 
nearer the mark if it accepted the theory 
that the new political set up is but the ex- 
pression of our social economic structure. 

Four years of a New Deal Administration 
has been endorsed by all classes of the 
population except business. Our present ad- 
ministration rests upon a philosophy of gov- 
ernment that our individualistic Capitalist 
form of economy needs correction through 
regulation and taxation. It believes that our 
social structure is threatened if we do not 
provide a base for more Social Security. 


* Remarks made at the Annual Convention of the 
American Marketing Society, Nov. 28, 1936. 


This administration has awakened a so- 
cial consciousness that has had a tremendous 
effect upon our workers and farmers in all 
sections of the country. 

Business too, needs to develop that social 
conscience so as not to be out of tune with 
its workers and farmers throughout the 
country. If business had that social con- 
sciousness it would never have committed 
that great blunder of accepting those payroll 
envelopes from the Republican National 
Committee, bearing a message with an im- 
plication that the workers are carrying the 
full burden of the Social Security Act. 

Can you blame the workers now if in the 
next Congress they start a fight to shift that 
burden back to business? Business could do 
a whole lot better by codperating with this 
administration—thereby gaining the rightful 
position of a third partner in our social po- 
litical fabric. 

I believe I can see unmistakable signs that 
business is seeing the handwriting in the 
wall and is willing to cooperate. 

It is our duty as marketing men, as stu- 
dents of the consumer—being in close touch 
with the consumer as well as business—to 
bring about this closer alliance between busi- 
ness and the rest of the population through 
cooperation with this Administration. 

As a student of Marketing, I will never 
forgive my teachers for not assuming a posi- 
tion of leadership in interpreting to business : 
why it is that the consumer of this country 
has given a mandate to its government to 
proceed with regulation of business. The 
consumer has probably decided that business 
is no longer a private affair of some indi- 
viduals; that business is of public interest. 
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As Mr. Montgomery so aptly stated yester- 
day : “The consumer may soon ask ‘why pro- 
tect my purchases of securities and not the 
product I use as necessities of life.’ ” 

Don’t blame the government of our con- 
sumers for business regulation laws. It is the 
consumer that is regulating business through 
the instrument of its government. As a mat- 
ter of fact a few—a very few—of our busi- 





ness leaders have recognized the signs of 
the times, have stopped quarreling with our 
government and called in the public rela- 
tions specialist and instructed him to inter- 
pret business to its consumers. 


Those of us present at the Boston Retail 
Conference in September, conducted by our 
able Dan Bloomfield, will testify to the truth 
of this statement. In the words of Dr. Ed- 
wards: “Our government is still in the frame 
of mind of that Deacon who hasn’t made up 
his mind but when he does he’ll be bitter.” 

Hence let us approach marketing horizons 
professionally and doing this I am not 
afraid to ask myself a pertinent question: 
may be—I say may be— the unrestrained 
competitive system has outlived it’s useful- 
ness just as the Feudal system had to go 
with the coming of the industrial revolution. 

















Business Comes Out of the Depression 


JOHN GUERNSEY! 
Distribution Economist, United States Bureau of the Census 


yee: HAS BEEN a Slight depression. You 
would hardly know it from current 
stock market activity, daily increases in com- 
modity prices, steel production or advertis- 
ing lineage or the real scarcity that has just 
developed in the available supply of young 
men interested in selling jobs. Sales man- 
agers of large producers selling to retailers 
and to industrial users report that the sup- 
ply of recent college graduates is exhausted, 
and they have not yet found an effective 
way of recruiting non-college prospects. 

Railroads are putting back on the sheets 
freight and passenger runs that have been 
suspended for years. Railroad shops are ac- 
tive again. Locomotive works and car build- 
ers are operating, some on double shifts. 
Machine tool plants are busy. The automo- 
tive and tire industries have set a fast pace 
in the consumer goods field, following close- 
ly by the textiles, shoe and apparel indus- 
tries. Rayon production is at an all-time 
peak. 

Active markets are everywhere, for the 
man who knows how to reach them. Re- 
tailers are handling a holiday business equal 
in physical volume to the peak of 1929, and 
short of it in dollar volume by no more than 
the difference in price levels. You see few 
vacant stores, and fewer vacant houses any- 
where. 

We should at least keep in mind the possi- 
bility of a war in Europe, with its resulting 
effect on domestic distribution, even while 
we survey the immediate horizor of a more 
prosaic but no less active market of our 
own making—a market made in America by 
American standards of living and of doing 
business. 


* A paper presented at the Annual Convention of 
the American Marketing Society, Nov. 28, 1936. 


We can best approach our horizons by 
first knowing all there is to know about our 
immediate surroundings—that is, the pres- 
ent structure of the market, the present ma- 
chinery of production and particularly the 
present machinery of distribution. Why are 
certain goods produced? How much do they 
cost to produce, in varying quantities ? How 
do they enter distribution—through what 
primary channels, what secondary or 
middleman-channels? How much does it 
cost, and what degree of choice of channels 
is possible? 

Through what kinds of retailers do the 
goods eventually reach the consumer? What 
margin is required to perform the retail 
function, and what choice has a marketer in 
selecting one kind of retailer with a lower 
distribution expense as against another with 
a higher expense, requiring a greater mar- 
gin? What services are performed by the lat- 
ter which are not supplied by the former, 
and are these services worth the higher 
margin? 

How much is the consumer willing to pay 
for the goods? How do you know it ? Would 
a different price, whether higher or lower, 
increase the consumption, and how much, 
and with what net effect on profit or on 
security against new competition? 

Has the price structure been built on con- 
sumer preference, stepped back to produc- 
tion cost with sufficient margins to cover 
adequately the various costs of distribution, 
selling and advertising? Or is the price au 
accident, resulting from the desire of the 
producer to sell his product at a profit re- 
gardless of cost and regardless of whether 
the resulting price to the consumer is a price 
which satisfies the consumer or not? There 
is a psychology in pricing to the consumer 
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which is very real, and largely beyond the 
power of the retailer to control. The best 
price structures are those built back from 
the most effective consumer price—rarely 
forward from the prime cost of production. 

We emphasize price because today price 
is the key to successful marketing. That 
does not necessarily mean low prices—it 
means right prices, measured by what the 
consumer considers right, at the time, in the 
place, and for the quality offered. We can 
be expert in our marketing technic in all 
other regards, but if the price to the con- 
sumer is out of line with the price that the 
consumer is willing to pay, we are licked. 

Next to price, and affecting price, is effec- 
tive retail distribution—effective for the par- 
ticular goods to be marketed, the particular 
class of customer to be reached (which we 
call the complexion of the market) and the 
geographic extent of the coverage desired 
(which we call the area of the market). To 
answer those questions we must have a 
measure of our possible markets, and a 
measure of the retail distributive machinery 
available in the areas to be covered. 

To measure the complexion of a market 


we have the Population Census, which car- 


ries its detailed analyses into the smallest 
towns and urban places, so that one may 
build a composite picture for any desired 
area. 

The detail of that picture is further pro- 
vided by income tax data, bank deposits, 
credit and collection indices. We also have 
valuable original research by many Cham- 
bers of Commerce and private agencies, 
breaking down the Census figures into finer 
detail for a more minute measure of a mar- 
ket’s complexion. 

To measure the area as well as the nature 
of a proposed market we now have three 
consecutive Retail Censuses, measuring the 
actual sales to consumers in any area, under 
the differing conditions which existed in 


1929, in 1933 and in 1935. 


Before the advent of the Retail Census we 
used to resort to all kinds of makeshifts in 
the attempt to measure one market as 
against another. Although we now have the 
actual measure, some pseudo-marketing men 
still stir up a witches’ potion of herbs and 
dried blood and the hair of a white mule 
plucked at the full of the moon, and tell us 
condescendingly that they have reason to 
believe the Census figures are reasonably 
accurate because they are “confirmed” by 
their concoctions. We are supposed to reply 
modestly, blush at the compliment and tell 
them how happy we are over their approval 
of our efforts. Thus is a seven million dol- 
lar door-to-door enumeration, painstaking 
analysis and tabulation “confirmed” by the 
vapors that float from a seven-dollar charm 
brewed in the witches’ cauldron. 

_A manufacturer in New England recently 
paid $1,500 to one of that breed for a type- 
written, leather-bound report of data that he 
could have had for two postage stamps, for 
every figure in the alleged survey was copied 
directly from two sources—a Census report 
and a trade paper article. Within the last 
few weeks one of our leading members was 
called on the phone by a man he hardly 
knew, who told him he had sold a manufac- 
turer the idea of a market analysis, and 
wanted to know how one goes about making 
a market analysis. His only equipment, he 
admitted, was that he had a contract to de- 
liver a report! 

In this day of a new realization of the 
need for marketing facts, such witch doc- 
tors and incompetents are sure sooner or 
later to lead manufacturers into serious mis- 
takes, which in the confusion of thinking 
may discredit the cause of scientific market 
research for years to come. Is it not time to 
smoke them out, as the medical profession 
smokes out a medical quack? 

Next to an understanding of price, and 
of retail distribution, in the working kit of 
a marketing analyst, come (3) a knowledge 








er ee a 


ih nh 


a at = «oe 


ae 


ae 











THE JOURNAL OF MARKETING 


of the existing machinery of wholesale dis- 
tribution; (4) an understanding of the dis- 
tribution of manufacturers’ sales from the 
plant through the primary channels; and 
(5) a practical knowledge of advertising 
media and how to measure the effectiveness 
of various advertising alternatives. 

All of our fine-spun theory on the market- 
ing viewpoint of competition, competitive 
equilibrium and price integration must not 
obscure three fundamental realities on which 
any successful job of marketing must be 
built : 

1—The consumer has a definite and meas- 
urable idea of what he is willing to pay for 
a product, regardless of his alleged dearth 
of knowledge of (or lack of interest in) the 
technical details of its composition. Deter- 
mine what that price is. 

2—There is usually a choice of retail 
distributive facilities available, both as to 
kind and as to type. Determine what is best 
for the product, how many of such retailers 
there are in a desired area—then provide in 
the price structure a sufficient margin for 
their services. For this purpose the Retail 
Census is basic, and almost complete in it- 
self. 

3—Determine the secondary channels best 
suited to the product, whether they be 
through wholesalers or through manufac- 
turers’ sales branches or otherwise—then 
provide in the price structure a sufficient 
margin to compensate the wholesale mer- 
chant or to cover the cost of own wholesale 
plant. For the latter purpose the Census 
Bureau’s series of reports entitled, “Distri- 
bution of Manufacturers’ Sales” is avail- 
able. They are a Business Census series, sup- 
plementing the Manufactures Census 
reports on production. 

After an analyst has thus delineated his 
market and his distributive machinery, and 
has determined the maximum price at 
which the product can be sold at the plant, 
is that residuum is not sufficient to cover 
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cost of production, with a margin for pro- 
motion to stimulate demand and for a profit, 
he might as well stop right there until there 
has been found a way to produce cheaper, 
or to distribute more economically. 

These practical fundamentals of a profit- 
able marketing job require a variety of exact 
knowledge. First among the sources are the 
Census Bureau reports. Those of us who 
have used the Retail and Wholesale Census 
reports of 1929 and 1933 for previous mar- 
keting work are familiar with the variety of 
their contents and with the trends which 
they disclose. Right now we are concerned 
with whether the current Census reports 
confirm previous trends, or indicate changes 
in trend sufficient to influence our concepts 
of the structure of marketing. 

As we reminded you before, there has 
been a depression. When the hurricane struck 
in 1929 business was hard hit, but continued 
as best it could for two years. Then it went 
into the storm cellar. Now that it has 
emerged into the bright sunshine of another 
day the Number One question is: “What 
changes has it undergone? Is it still the 
same structure fundamentally that it was 
before the debacle? What changes have 
affected the job of distribution? 

We will not attempt to detail an answer 
now, except to say that there have been 
fundamental changes in some fields, and 
surprising constancy in others. Our hope at 
this time is to point out the need to know 
what changes have occurred, and to be gov- 
erned accordingly. 

Present indication is that there has been 
some increase in the importance of manu- 
facturers’ sales branches in wholesale dis- 
tribution. How much remains to be seen. In 
the retail field the rise in the ratio of chain 
distribution, which accounted for 20% of 
total retail distribution in 1929 and 25% in 
1933, has been reversed in the period from 
1933 to 1935. In the food field, for instance, 
an analysis of the 18 largest chains (except 
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the one largest, disproportionate chain) 
shows an increase in sales of only 9% be- 
tween 1933 and 1935, against a total in- 
crease for all types of 22% for grocery 
stores and 29% for combination stores. Al- 
though there are 50,000 more grocery and 
combination stores than in 1933, these 18 
leading chains show no change whatever in 
the number of units, and no shift as between 
straight grocery and combination stores. 

Indicative of surprising constancy is the 
fact that there has been little increase since 
1933 in the proportion of the consumers’ 
dollar spent for home furnishings and build- 
ing, reflected in the Retail Census by the 
two major groups known as furniture- 
household-radio and lumber-building-hard- 
ware. There is a big increase in dollar 
volume in these fields but no such change 
as might be expected in their slice of the 
total retail dollar. 

On the other hand, the proportion of the 
dollar spent for food, general merchandise 
and drugs is considerably lower than in 
1933, surrendering part of that market to 
motor vehicles and their companion com- 
modities, gas, oil and tires. Sales of the 
automotive and filling station groups now 
are within about 20% of the total sales of 
food stores, and in some parts of the coun- 
try exceed food-stores sales. Motor filling 
stations have long since passed human fill- 
ing stations—restaurants—both in number 
and sales, although they were approximately 
equal in 1933; and eating places were well 
ahead of filling stations in 1929, both in 
number and in sales. 

Another constant that will please you, be- 
cause it will permit continued use of many 
conclusions and analyses drawn from the 
1933 Census, is that there is no apparent 
shift in retail business from rural to urban 
areas, or from one city-size group to 
another. An analysis of 19 scattered States, 
with more than 200,000 stores and sales of 
nearly 4 billion dollars, shows the follow- 
ing proportions: 
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Percent of Percent of 
Stores Sales 

1935 1933 1935 1933 

Areas under 10,000 63% 62% 45% 44% 
Cities of 10,000 to 

100,000 21% 2% 29% 29% 
Cities of more than 

100,000 16% 17% 26% 27% 





None of the 10 city-size groups, of which 
the above is a brief summary, shows any 
marked change in proportion of stores and 
sales between 1933 and 1935. 

In other respects there are significant 
changes in trend, making it well worth while 
to study the new Retail and Wholesale 
census reports carefully. The preliminary 
United States Summary of Retail Distribu- 
tion was released on October 15, after each 
State report had been published separately. 
We have since completed about half of the 
final area reports, which break each State 
down into counties, cities and places of more 
than 2,500 population, and remainder of 
each county. Two area volumes will be re- 
leased before the end of December, provid- 
ing the marketing handbook which is most 
in demand. We also expect to publish soon 
thereafter the volume on types of operation, 
showing the distribution of stores and sales 
by independents and chains. 

All preliminary State reports of the 
Wholesale Census have been released, and 
the preliminary United States Summary re- 
port was published yesterday. Final area 
volumes will be published as soon as they 
can be completed, followed by volumes on 
operating expenses, credit business and 
other aspects of current wholesale distribu- 
tion. There will be a volume on the break- 
down of wholesale sales by commodities, 
and a companion volume on the breakdown 
of retail sales by commodities. These pro- 
vide valuable guides as to which distribu- 
tors handle any given class of commodities 
and in what proportions to their total busi- 


ness. 
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Two more points for consideration. First ; 
realize that the scope of the Business Census 
now is much broader than formerly and 
many new fields of marketing data are avail- 
able. I will enumerate them in closing. Sec- 
ond; realize that the series of reports on 
the Distribution of Manufacturers’ Sales is 
showing some decided changes, since 1929, 
in the relative importance of the channels 
of primary distribution. For instance, manu- 
facturers of business machines have more 
than doubled the relative distribution of 
their product through own _ wholesale 
branches. Brush and broom manufacturers 
show little change except in the greater pro- 
portion sold direct to household consumers, 
with a corresponding decrease in the pro- 
portion sold through wholesalers. Motor- 
cycle and bicycle manufacturers are selling 
in considerably greater proportions direct to 
industrial and other large users, and less 
through wholesalers. Some _ significant 
changes are indicated in the report on the 
distribution of crackers, bread and other 
bakery products. We consider this series of 
reports an important supplement, both to 
the Wholesale Census and the Census of 
Manufactures. 

In closing, I promised to describe the 
scope of the current Business Census, and to 
touch upon some of the new facts being de- 
veloped. The scope includes, in addition to 
wholesale and retail distribution, the service 
businesses, theatres, 
camps, 


hotels and_ tourist 


broadcast stations and networks, 
banks, insurance carriers and agencies, ad- 
vertising agencies, construction, truck and 
bus transportation and warehousing. 
Already it has revealed marketing facts 
heretofore unknown, that should be of help 
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in many market analyses. We know that the 
bill for radio advertising exceeds 
$100,000,000; that the 561 broadcast sta- 
tions and 8 networks employ 14,500 persons 
at a payroll cost of nearly $27,000,000 per 
year. We know that roughly th of the total 
advertising bill is for station time for local 
advertisers, 4th for station time for sec- 
tional and national advertisers, 4th for net- 
work services and %th for talent, and 
agency services. 

We know for the first time that 19,581 
banks employ more than 266,000 persons at 
an annual payroll cost of nearly 
$500,000,000, and we know where these 
banks are if we wish to carry an advertising 
appeal to that market. 

We know the number of service busi- 
nesses, theatres and hotels, where located, 
how much business they do, how many em- 
ployees and proprietors they account for and 
the measure of their buying power, if we 
desire to inciude them in a proposed market 
analysis. 

We have before us today the first regional 
report on motor trucking, which happens to 
cover the New England States. When re- 
ports are completed for the entire country 
we will have, for the first time, a measure 
of the for-hire trucking business. Compar- 
able figures will be available for the motor 
bus business, and as much data as possible 
will be published for the other new fields 
embraced in the current Business Census, in 
the effort of the Census Bureau to provide 
business with the maximum of dependable 
facts, and marketing men with more and 
more measuring sticks, on which a yard is 
exactly 36 inches, and not “about this long.” 








Product Development 


BEN NASH! 


DESIGNING FOR OLD AND NEw Propucts 


spe THOSE who are not fully acquainted 
with the scope of its activities, the vari- 
ous functions of Product Development may 
be summed up under the four headings: 


1. Laboratory Research, physical, chemi- 
cal and metallurigcal, that finds new 
processes, new materials, new and 
more efficient utilization of waste and 
by-products, and new products—all 
designed to increase production effi- 
ciency, increase sales, and reduce costs. 

2. Product Research that discloses the 
effect of consumer and trade habits on 
a product’s acceptability—and how to 
increase it. 

3. Industrial Styling that is definitely 
keyed to market needs in a way that 
assures greater product saleability. 

4. Codrdinated Planning that relates the 
results of Product Development to an 
effective merchandising and selling 
strategy. 


Viewed from a marketing standpoint, 
Product Development usually adheres to the 
following procedure: first, a preliminary re- 
search to determine what the true condi- 
tions are in the field under study; second, 
the actual development of the product; and 
third, the fitting of the product into the 
marketing program for which it was de- 
veloped. 

There is nothing new about invention or 
the bringing out of new products. Product 
Development, however, takes the inventor’s 
or the producer’s products and makes them 
more efficient, more useful, and certainly 
more attractive in relation to current con- 
sumer desires. 


* A paper presented at the Annual Convention of 
the American Marketing Society, Nov. 28, 1936. 


It is frequently more concerned with im- 
proving present products than in creating 
new products. 

A Product Development job usually starts 
with a survey of the existing situation. What 
is wrong with present products of this type 
and class? Doesn’t the market like the 
product and why? Is some other product in 
a stronger competitive position? Is the 
product too costly? Is it as convenient to use 
as the consumer desires? Is it packaged 
right? How does it compare with other 
products in the same class? What problems 
does its manufacturer face? After the an- 
swers to these and scores of similar ques- 
tions have been found, the product developer 
is ready to go to work. 

And to me, the most important field of 
use for P.D., or Product Development, lies 
in its influence upon the Consumers’ P.D.— 
their “Pocketbook Decision” which after all, 
is the ultimate determinant of any product’s 
sale. 

Selling or advertising programs put back 
of a product ofteri have failed to prevent the 
consumer from 
product—W hy ? 
gave a more attractive value. 

All the thinking, Research, Product De- 
velopment, advertising and selling, there- 
fore, must focalize at that final point of 
sale to get a favorable “Pocketbook De- 
cision” from the consumer. 

Everything put back of this selling value 
must be reflected in the Product. To the 
consumer, it is the “ALL” of a manufac- 
turer’s propostion at the point of sale. 

You can price the product right, you can 
advertise it to pre-sell consumers, and you 
can display it well at the point of sale, but 
the product must be “competitively right” or 
there will be costly, wasted effort. 


buying a competitor’s 


Because the competitor 
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This preamble is merely to point out that 
achieving a “competitively right” product 
will, in the future, necessitate giving more 
than the normal consideration to Product 
Development. 

Whether it be the technical development 
of a product—the Industrial design of a 
product or the development of a product’s 
packaging, it will have to reflect a greater 
and more current fitness to the consumer’s 
needs and competitive selling conditions. 
Products, and Packagings will have to con- 
form more closely to the ways which will 
give better living to the consumer. 

We are in and moving more strongly into 
a buyer’s market where consumers will have 
more to say. What manufacturers think they 
would like to sell will have to compete with 
products designed to give consumers what 
they want to buy for better living. 

This condition is not new to the alert, 
aggressive manufacturers with merchandis- 
ing imagination, particularly those with 
seasonal or styled lines, who are now carry- 
ing on successful Product Development pro- 
grams. 

Manufacturers throughout the country re- 
port a rapidly increasing use of Product De- 
velopment and Product Design. In the No- 
vember issue containing the 1936 Report of 
the Survey which is undertaken each year 
by Product Engineering, 363 manufacturers 
of machinery and mechanical products give 
the trends in their industries. Of these: 

87% had developed new products or re- 
designed old ones during the past 
year. In a few instances, entirely 
new products were developed, in 
many instances the complete line of 
products was redesigned. 
reported an average increase of 
29% in the number of product de- 
signers, research workers, experi- 
mental engineers and draftsmen em- 
ployed. This is the largest increase 
in any one year since 1932. 


88% 
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Included in the 363 acceptable reports of 
this survey were 34 manufacturers of re- 
frigerators, oil burners, coal stokers, and 
domestic oil burning furnaces ; 90 manufac- 
turers of machine tools, textile, woodwork- 
ing, paper making, printing and automatic 
machinery; 80 manufacturers of pumps, 
compressors, shop cranes, and foundry, steel 
plant and power plant machinery ; 31 manu- 
facturers of power shovels, mining ma- 
chines, road machinery, crushing and 
screening equipment, locomotives and simi- 
lar machinery; 40 manufacturers of air- 
planes, automobiles and automotive engines, 
including engines for railroad service and a 
few manufacturers of accessories and parts 
such as clutches; and 88 manufacturers of 
typewriters, business machinery, hospital 
sterilizers, laboratory apparatus and equip- 
ment, instrument and miscellaneous prod- 
ucts. 

Emphasizing the importance of appear- 
ance are the many pertinent comments re- 
ceived during the survey. From a washing 
machine manufacturer, the following: 

“Appearance is still of greatest sales im- 
portance. We continue to improve our 
finishes and are studying baked lacquers and 
resisting coatings. Also more styling.” 

From a Portable Air Conditioner manu- 
facturer, this comment: 

“We are making increasing use of the 
services of the industrial stylist.” 

And from a manufacturer of 
Shovels this statement: 

“The appearance factor can no longer be 
ignored in the design of construction ma- 
chinery.” 


Power 


2. TRENDS wWHicH ARE INCREASING THE 
IMPORTANCE OF Propuct DEVELOPMENT 
AS A SALES FACTOR 


You have probably noted the increasing 
number of changed and improved products 
both as to performance and design. This 
movement is well under way and is respond- 
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ing to some most significant trends. 

These trends and their relation to the 
increasing importance of Product Develop- 
ment will have a special significance to 
everyone interested in manufacturing, mar- 
keting, market research, selling and adver- 
tising. 

I know of no better way to stimulate your 
imaginations to see the fundamentals and 
scope of the new movement than by read- 
ing these few excerpts from Paul T. Cher- 
ington’s new book, “People’s Wants and 
How to Satisfy Them.” 

He brings us these stimulating ideas: 

If “standards of living” thus have moved 
to the front in economics, in government and 
in the social order in this greatest of free- 
trade areas, it necessarily follows that any 
producer who does not build his plans of 
operation on what consumption calls for as 
expressed in living standards has chosen his 
foundation badly. It seems to be necessary 
to repeat this thought many times. The only 
hope for continuing in business in these days 
is to keep sensitive to the wants of the con- 
sumer in his pursuit of living standards, and 
to be able, willing and ready to satisfy them. 

But, beyond this, the new conditions im- 
pose on industries the necessity for develop- 
ing an effective technique for making them- 
selves more intelligently responsive to con- 
sumption and its variations. In all matters 
having to do with what- they require for 
satisfactory living, the public as consumers 
express themselves more swiftly, accurately 
and effectively than they do as government. 

The means which we advocate is the de- 
liberate and painstaking cultivation of a 
technique for keeping sensitive to the pub- 
lic will, on the part of those who undertake 
to satisfy human wants. 

The probabilities are that, at best, the 
present costs could be reduced by a sub- 
stantial amount, but the major savings, if 
made, will come from the improved ability 
to judge the trends of public taste and the 





THE JOURNAL OF MARKETING 


elimination of the costs of unproductive 
services, and of economically parasitic re- 
tailing largely maintained by consumer in- 
dolence. 

These thoughts give a direction toward 
which we can profitably focus our attention. 
Being so close to Product Designing activi- 
ties, I find them saying many truths to me, 
for I have seen many of these ideas suc- 
cessfully at work for manufacturers. 

In addition to these fundamentals, there 
are supplementary conditions which will 
play their part in making Product Develop- 
ment more vital to future manufacturing 
and selling. 

Here are a few: 

Trend 1—The influence of the Buyer up- 
on the type and character of products to be 
sold is growing. It will be those producers 
whose products most closely fit the consum- 
er’s desires who will find a market for their 
products. 

Trenp 2—There is a trend toward the 
equalization of competitive factors through 
legislative regulation. The equalization of 
promotional allowances, discounts, etc. is 
but an indication of the levelling of some 
precious competitive advantages which busi- 
ness has used to.outsell its competition. 

This seems to be only the start of the 
equalization of many of the physical ele- 
ments in business leaving the manufacturer 
but one sure way to become competitively 
superior—and that is:—through new ideas. 

If the physical and comparable factors are 
to become equalized, the manufacturer must 
necessarily resort to ingenuity, in selling 
strategy or product ideas, to have a success- 
ful competitive advantage. 

Too, in selling to the consumer, the manu- 
facturer must direct this ingenuity at a par- 
ticular point if he is to adequately profit. | 
refer to the point of sale where it will be 
wholly apparent at the time of the consum- 
er’s Pocketbook Decision. 

If all the preceding elements of purchas- 
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ing, manufacturing, distribution, selling, ad- 
vertising, etc. are to equalize for all manu- 
facturers, large or small, then a definite com- 
petitive distinction must be made at the final 
point of purchase. 

This will be the one place to which manu- 
facturers can turn their attention and in- 
genuity with adequate expectation of profit 
—because you cannot regulate creative in- 
genuity. 

You will see products and packagings 
change and change more frequently. The 
alive and alert manufacturer will keep a 
jump or two ahead of his competitor in 
supplying the consumer’s current wishes. 

You will see manufacturers’ giving more 
attention to the consumers’ decision at the 
point of sale—and consequently more at- 
tention to Product Research and Develop- 
ment. 

Trend 3—There is an ever growing trend 
toward improved product appearance. Start- 
ing a number of years ago as a modernistic 
movement, more and more products have 
had to respond to the public’s purchases of 
the articles of better appearance. 

We are now only at the beginning. The 
power of this movement is made more evi- 
dent to me everytime I am called in to con- 
sider product redesign because competition 
from better looking products has become too 
severe. 

Nor is this movement toward change and 
improvement of product appearance the re- 
sult of a sudden appreciation by the manu- 
facturer, of “Art for Art’s Sake.” Rather, 
its growth may be traced directly to its in- 
creasing influence in sales figures. 

Trenp 4—The expiration of patents 
which were developed during this active in- 
dustrial era has made it necessary to im- 
prove the product to hold consumers by 
preference rather than by patent monopoly. 

Manufacturers finding themselves coming 
to the expiration of a patent will find it to 
their advantage to initiate a Product Re- 
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search and Development program to fortify 
their position and enable them to hold the 
consumers’ patronage. 

TreND 5—The _ special considerations 
given to the Corporation Surplus under the 
new taxing plan are creating an added in- 
terest in the value of investing in Research 
and Product Development as a safeguard 
against the future. 

We will see more thought being given to 
long term programs of Technical, Market 
and Product Research and Product De- 
velopment. 

Many corporations will find this means 
perhaps better suited to protecting and per- 
petuating their investment than acquiring a 
taxable surplus. 

TreND 6—The heavy industries are .ac- 
tive again and with this activity we find the 
introduction of new ideas, methods and 
processes developed during the inactive 
period. 

TreEND 7—The activity, coupled with the 
large scale developments of new and im- 
proved materials for Product Development, 
is strongly influencing product changes. 

The laboratories of the materials manu- 
facturers are exceedingly busy these days 
seeking out new uses, which will bring out 
many product changes—and it is interesting 
to note how rapidly a change in one product 
is reflected in some other seemingly unre- 
lated product. And, as it should be—the 
consumer will benefit most. 

Few products will be able to withstand 
the pressure of these influences and remain 
unchanged in this coming selling era. 


SALES MAKING OPPORTUNITIES 
THROUGH THE USE OF PRODUCT 
DEVELOPMENT 


3—SoME 


It has been shown how the consumer will 
benefit. Now let us see how the manufac- 
turer can also benefit. 

The following list of the places wherein 
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Product Development can be used offers 
sales making opportunities. 

1. Through Product Research and Prod- 
uct Development, Jndustry finds NEW 
METHODS AND PROCESSES OF 
MANUFACTURE which make possible 

a—increases in operating efficiency 

b—reductions in costs and 
c—improvements in the quality of the 
finished products 

2. Through Product Research and Prod- 
uct Development, Jndustry finds USES for 
WASTE and SALEABLE BY-PROD- 
UCTS which make possible 

a—reductions in processing costs and 

b—the creation of new products, markets, 
and employment 

3. Through Product Research and Prod- 
uct Development, Industry more accurately 
anticipates and determines TRENDS, 
NEEDS and CHANGES which make pos- 
sible 

a—an enhancement of the competitive po- 
sition of a product 

b—increases in its sales 

c—an extension of goodwill and 

d—a reduction of the losses resulting 
from obsolescence in manufacturers’ and 
dealers’ inventories 

4. Through Product Research and Prod- 
uct Development JVDUSTRY CHANGES 
PRODUCTS and DEVELOPS NEW 
PRODUCTS which make possible 

a—reductions in the cost of manufacture 
and selling 

b—an enhancement of their saleability, 
appearance, competitive advantages, and 

c—the creation of new selling keynotes, 
sales enthusiasm and promotional plans, 
wider markets and a fresh public interest in 
the product 

The Radio Industry is an excellent ex- 
ample of the results of Product Research 
and Development. Born late enough to 
profit by the experience and development of 
other, more seasoned industries, it has 
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grown in the brief span of 14 years to be- 
come an integral part in the daily life of 
approximately 26,000,000 American fami- 
lies. 

And though from the first every large 
manufacturer carried on Research and De- 
velopment directed toward the improvement 
of the technical excellence of the radio, all 
coasted upon the enormous popularity of 
use which resulted in a demand that for 
the first ten years at least, looked as if it 
would never end. However, the time did 
come when a presumptive saturation point 
was reached. And it took one Company 
(Philco) that had profited by having to 
make its way during the leanest years of 
the radio industry to show what could be 
done. Now the leader in the industry, it 
made broader application of the possibilities 
of Product Development. Setting a pace in 
technical development, it also realized the 
importance of making the radio cabinet fit 
into the home, of giving it cye appeal. 

Earlier radios were introduced to the pub- 
lic under various furniture disguises such as 
tables, wall cabinets, commodes and other 
articles. Philco, appreciating the important 
part that radio would come to have in the 
lives and homes of the public, decided to 
strip away furniture disguise. 

They pioneered in designing and building 
the radio cabinet in keeping with radio’s 
own merits as an instrument serving as the 
focal point in the home for music, educa- 
tion and entertainment. 

At the same time, Philco effectively pre- 
sented these as well as the advanced techni- 
cal developments to dealer and consumer 
through well codrdinated sales, advertising, 
and promotional programs. 

As a result, the public has been brought 
to manifest a consciousness of the difference 
between OLD-STYLE and NEW-STYLE 
radio sets. Consumers see and know there 
is as steady a style change in radio as in 
other articles. Through Product Research 
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and Development the steady infiltration of 
new and improved sets into modern homes 
is making old sets obsolete by comparison 
thus creating a continuous market for 
radio. 

What should be done to benefit from 
Product Development? 

Suggestion 1—Give more attention to the 
consumer's point of view toward the prod- 
uct. Change or develop products to more 
closely conform to better living for the con- 
sumer. 

When this is done you will have created 
one of the most certain and powerful sales 
supports with which to meet competition. 

This may sound obvious but Product De- 
velopment is only in its beginning. It still 
reflects too much of the manufacturer’s 
point of view. It is not, as so many manu- 
facturers think, merely the development of 
new products. Rather it may be fitting the 
product or line of products into the manu- 
facturer’s plan of operation, making it mesh 
more closely with the company’s method of 
doing business. Sometimes the development 
program deals largely with the manufac- 
turer’s plan as a whole and makes but little 
change in his products. 

Again the work may consist of supplying 
a missing link in the manufacturer’s meth- 
ods—a new unit in the line products, a new 
package or color scheme, a new system of 
distribution, an entirely different type of ad- 
vertising, or any of a number of things not 
directly affecting a change in the product 
itself. But all Product Development activ- 
ities have one thing in common. They are 
all aimed at filling the consumers’ current 
needs and desires more accurately and ade- 
quately. 

Under the present point of view, manu- 
facturers are placing many supposed limita- 
tions in the way of satisfying the consumer’s 
real desires. 

These limitations seem real and unchange- 
able to manufacturers now. But they will 
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disappear the moment acceptance of the con- 
sumer point of view toward the product be- 
comes general business practice. 

When the new point of view, now con- 
fined to a few imaginative manufacturers, 
becomes more universal you will see every 
production and selling factor contributing 
toward the development of a better product 
for the consumer. 

The many products which now remain un- 
changed because of the cost of changing 
dies, moulds, materials, machinery, etc. will 
be given new selling life through product 
change more suited to the consumers’ de- 
sires. 

Suggestion 2—Do more Product Re- 
search and keep it current—The product 
that is best today is not good enough for 
tomorrow if some competitor can make it 
better suited to the consumer’s current de- 
sires. 

Every market study and every study for 
a new selling campaign should include Prod- 
uct Research. This should be done either 
to learn the current acceptability of the 
product or to learn any new selling features 
in the product which will appeal to current 
consumer trends. 

Because of your specialized interest in 
market studies you have a responsibility in 
the future products for the consumer’s bet- 
ter living and their successful sale. Market 
Research will be most essential to take 
guesses out of production and marketing pro- 
grams. Guesses will be unable to compete 
with a knowledge of the facts. 

For this reason I wish to emphasize the 
relative importance of Product Research in 
a balanced marketing study. It may unfold 
but one significant product feature which 
currently appeals to the consumer. The use 
of this single idea may more than pay for 
the survey and even go so far as to furnish 
a fund for continued current market and 
product research. 

A tangible product idea which increases 
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a product’s sale will enthuse a manufac- 
turer’s entire organization. This is one cer- 
tain way of enhancing the value of market 
and product studies. 

Suggestion 3—Develop an effective Prod- 
uct Research Technique— 

There will be an increasing need for facts 
about the consumer’s current needs and de- 
sires. This makes it necessary to evolve an 
effective Product Research technique in- 
cluding two requirements: 

a—how to keep current Product Research 
contacts with masses of consumers 

b—how to get at the consumer’s real 
trends and desires 

a—A Research machinery for keeping 
constant contact with masses of consumers is 
a sizeable understanding for a single manu- 
facturer. How this current mass contact will 
finally be accomplished I cannot say. I be- 
lieve one phase will be accomplished through 
the exchange of ideas by a group such as is 
here today. 

It may come about through a program of 
cooperation between the many organizations 
who believe in Product Research and Prod- 
uct improvement thus avoiding the duplica- 
tion of effort and expense under present 
methods. 

Even at this time there must be a great 
deal of basic product information which can 
be used as guiding facts for new surveys. 

Some programs should be developed for 
the exchange and such 
Product Research material. Some means for 
currently contacting the mass of consumers 


coordination of 


should be developed so the information 
could be used by many manufacturers at a 
nominal cost. 

b—Getting the real facts from consumers 
as to their innermost desires requires a 
technique all of its own. My experience has 
shown that the type of questions and an- 
swers used in regular survey work do not 
always disclose the true facts. 

Experience has definitely shown that the 
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are not articulate about their 
product desires. Consumers will say they 
have wished for a certain product after they 
have seen it or have used it but are unable to 
foretell exactly what they wish. Consumers 
are articulate about products and product 
desires by inference and circumstances. 
These consumer inferences must be effec- 
tively related for sound conclusions. 
Without mentioning the product, let us 
give but one product research illustration. 
Seventeen numbered designs were devel- 


consumers 


oped for a high styled product for women. 
These designs were made for use in a sur- 
vey to try and determine consumer prefer- 
ences and trends. The survey questions were 
designed through cross checking to make 
the consumer as articulate as possible. 

The survey was carried on amongst dif- 
ferent classes of women. The first question 
asked, each woman to give her first, second 
and third design choice by number. 

The second question asked “which design 
would you buy.” The consumer replies to 
the second question did not always coincide 
with the first choice. When asked why, the 
reason for the change in the order of choice, 
some personal circumstance was given for 
the difference between giving a preference 
and making a purchase for personal use. 

The third question asked the woman 
whether she had ever bought a similar 
article. Most of them never had bought the 
article. They had received it as a gift and 
had no choice in its selection. 

The fourth question asked “who _pre- 
sented you with the article as a gift and 
85% said it was given to them by a man. 

So, when the product survey was com- 
pleted it was evident that a man’s purchase 
was the deciding factor and the emphasis of 
gift value was the strongest influence in the 
development of the new product. 

Thus the woman’s preference was sec- 
ondary to the man’s idea of woman’s pref- 
erence. That’s why you see this type article 
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all dolled up instead of appearing simple and 
dignified as the women and a designer be- 
lieve it should be. 

In a report of the product development 
programs and procedures of a number of 
manufacturers there is one typical statement 
as follows: 

“We test all new styles and designs by 
first having all our sales force pass upon 
them and then submitting the same to some 
of the leading retailers.” 

This is the regulation Product Research 
technique followed by many manufacturers. 
This sales force method will have to be am- 
plified by a closer and more current con- 
sumer contact. I admire the salesman who is 
successful because of his selling conviction. 
Product Research however, calls for an 
open mind. All too often the spirit of con- 
viction reflects the prejudice of past per- 
formance and not future necessities. 

Sales persons are more strongly influ- 
enced by what has sold in the past than by 
what will sell in the future. For instance 
when calling upon the trade in Product Sur- 
veys I consider the trade contacts in two 
groups— 

1—the regular trade types who are prej- 
udiced by the things of the past which sold 
best and why 

2—the merchandiser types—who see what 
will sell in the future and who see selling 
opportunities 

Suggestion 4—Manufacturers should es- 
tablish Product Development as a distinct 
phase of their business— 

Product Development should be given 
authority and direction. This important 
phase of business should not be left to the 
present hit or miss methods. 

Just you try to find out who is responsible 
for Product Development or new project 
development in some manufacturing organi- 
zations. If you do, you will be sent to any 
one of a number of departments. You may 
go to a president, vice-president, an engi- 
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neer, the advertising director or the head of 
the purchasing department. 

The time is coming when you will go to 
a Product Development department as di- 
rectly as you now do to a sales or advertising 
department. This is the way it is being done 
by those organizations who are carrying on 
successful product development programs. 

Advertising, in its early stages, was given 
hit or miss authority and direction. There 
were a great many manufacturers who had 
no advertising managers or advertising de- 
partments—somebody just took care of the 
advertising when it came up. 

As advertising and its expenditures be- 
came important it was given authority and 
effective direction. 

Product Development, should be under 
established authority and be handled in the 
same manner whether the programs are in- 
cidental, intermittent or continuous. 

Suggestion 5 — Manufacturers should 
keep in constant touch with the new develo p- 
ments in materials and product design— 

Never was there a time when there was 
so much going on in the change and im- 
provement of products and materials. 

The industrial publications and the litera- 
ture of manufacturers of materials (new 
and old) are teeming with new approaches 
to “Industrial design problems—enough to 
stimulate any manufacturer’s imagination.” 

In our own organization, we seek to keep 
up with these new developments and to ana- 
lyze and relate them according to their field 
and relative importance. The resultant in- 
formation is made available to our clients. 

The manufacturer can carry on a similar 
program through his own Product Project 
department, contacting the information di- 
rectly, or he can secure this codperation 
through a Product Development organiza- 
tion. 

Suggestion 6—Manufacturers should ex- 
pand their Product Development RE- 
SOURCES- - 
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Many manufacturers, in order to com- 
pete, will find it necessary to inaugurate 
Product Development and Industrial De- 
sign programs. These programs may be sea- 
sonal or sporadic and not justify the ex- 
pense of installing a Research, creative de- 
signing or development department. 

To meet this need manufacturers get co- 
operation from outside organizations—un- 
der one of the following arrangements: 

a—a specific project is developed in co- 
operation with the manufacturer for a flat 
fee 


b—an extended project is developed in~ 


cooperation with a manufacturer for a 
monthly retainer fee 

c—an organization is retained annually 
for continuous active or advisory coopera- 
tion in Product Research, development and 
industrial styling 

Suggestion 7—Advertising and market- 
ing executives should give greater considera- 
tion to product development as an asset to 
selling plans— 
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Manufacturers, advertising agencies or 
marketing executives will find product re- 
search and development a vital source for 
selling features and selling keynotes. 

Every time a new selling or advertising 
campaign is considered, a searching review 
of the product should be included—learning 
where it stands in the current and competi- 
tive picture. 

Products must be kept as alive, and up-to- 
date as the new selling campaigns. If a 
manufacturer does not do this his competi- 
tor will. 

As you can see, designing for old and 
new products is not solely an affair of 
dreams and drawings. Its greatest concern 
is to learn what should be done, why and 
how, to make merchandise more currently 
suitable and saleable. 

The point for all of us to remember is 
that the consumer is the final boss—and the 
consumer is a fickle boss, quick to change 
from the old to the new when better and 
more suitable products are offered. 














Direct Advertising also Favors 
Scientific Marketing 
LEONARD J. RAYMOND! 


President, Dickie-Raymond, Inc., and 
Past President Direct Mail Advertising Association 


5 pee AND TIME AGAIN I have been ac- 
cused of polygamy. Because of my 
early beginnings in direct mail advertising 
and my philandering with other media, I 
have been accused of not being true to my 


first bride—direct mail 





and it is true—I 
am guilty—I have no apologies to offer— 
no excuses to make. As sales and merchan- 
dising counsel, one must be neutral as to 
media even if, because of his background, 
he understands one better than others. 

For some reason or other if you have any- 
thing to do with direct advertising you are 
supposed to be some sort of a crusader or 
fanatic. I stepped over the traces back in 
1932 when at an A.F.A. Convention in New 
York I was given as a topic “Why Direct 
Mail Should Be a Part of Every Advertis- 
ing Campaign’”—I accepted the title but 
went on to prove that it necessarily should 
not be—that the medium was fast coming 
into disrepute through the baseless and 
biased harpings of fanatics. 

Like every other business or profession, 
direct advertising has its ethical practi- 
tioners, charlatans, devout disciples and 
crusaders. I do feel that the day of the 
direct advertising prophet and fanatic is 
passing and in its place are coming more 
sensible and more realistic men and women 
who are attempting to sell the use of the 
medium not as a gamble but on a more 
scientific and sensible basis. 

In fact, today most of the old practi- 
tioners are either out of business or they 


* A paper presented at the Annual Convention of 
the American Marketing Society, Nov. 28, 1936. 


have changed their tactics and broadened 
their viewpoint. Of course, in the pioneer 
days these sincere men and women did call 
a tremendous amount of attention to direct 
advertising with their evangelistic exhorta- 
tions to gather round the banner. They did al- 
most irreparable harm too—in urging the 
use of direct advertising for impossible 
tasks and boasting of its miraculous achieve- 
ments. They were like the aviation en- 
thusiasts who—in the infancy of commercial 
flying—endeavored to focus attention on the 
possibilities of aviation by difficult stunts 
and brought flying into disrepute among the 
more conservative and unair-minded ele- 
ment. They accomplished some good, but 
as the true value of aviation appeared, their 
bally-hoo became less essential to its prog- 
ress. So with direct advertising—a media, 
whose yearly volume is now in excess of 
two hundred million dollars and is second 
only to newspaper volume, can be considered 
a little more calmly and with less bally-hoo 
at it looks confidently toward the future. 
And now—after this—I’m here today as 
a prophet—and as you'll find—as a bit of 
a crusader—for in writing to me about this 
talk Frank Coutant said, “What I would 
suggest for a topic is a presentation of what 
you envision as to the use of direct adver- 
tising in the general scheme of marketing 
strategy, say, 10 years from now. We would 
not care particularly about a discussion of 
the methods now used in direct advertising. 
They are admittedly empirical.” Well—here 
I am prophesying—but to me at first, “em- 
pirical” meant only one thing—quackish, 
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fraudulent—perhaps it was a guilty con- 
science or just self-consciousness—but I was 
greatly relieved when the real meaning which 
Mr. Coutant had in mind came home to me. 
Empirical—in the sense of learning through 
trial and error, through experimentation— 
not scientific. 

At that—being “admittedly empirical’ is 
a compliment, for all too much direct ad- 
vertising has been purely intuitive catch as 
catch can—and empiricism something em- 
ployed only by a few leaders who had the 
intelligence, time and foresight to correlate 
results, whether successes or failures. In his 
new book “The Story of Human Error,” 
Joseph Jastrow says that scientists’ mistakes 
deserve recording beside their positive ac- 
complishments and portrays “the slow, 
groping steps .. . through false leads, futile 
quests, quagmires of ignorance, thickets of 
superstition, obstructions of dogma, inepti- 
tudes of reasoning, interspersed here and 
there with the ventures of pioneering minds” 
by which today’s truths were discovered. If 
more direct advertising could lay just claim 
to being truly empirical the medium would 
be much better off. 

I like to look toward far horizons as your 
topic for today’s discussion suggests—in 
fact, it’s a lot more fun to do so than it is 
to sit down and find a practical solution to 
an immediate and pressing problem—it’s 
good to get away from thinking of your past 
efforts whether they be successes or failures 
—and to look ahead. 

Right now the really successful direct ad- 
vertising is veering to the conservative. This 
may be a somewhat surprising statement to 
make in view of the lavish use of color and 
illustration predominant in most all adver- 
tising today. Of course, there are plenty of 
colorful booklets, catalogs, broadsides, but 
the really successful campaigns that are 
selling goods are today less colorful, more 
conservative than ever before. Consider this 
in comparison with increased use of color 


and illustration in publication advertising. 
Of course, it is not hard to prove that color, 
either in mailing pieces or reply features 
will improve returns from direct mail but 
color pieces need not necessarily be loud or 
freakish—they can still be what I term as 
*conservative.” 

For example, not long ago I sat in an 
advertising meeting in the Middle West and 
heard a speaker explain how he had proved 
to his own satisfaction that black and white 
letterheads were more productive than illus- 
trated colored letterheads. He had not 
proved a thing. It seems that for several 
years he had been using a rather colorful 
appeal to sell a colorful product. Returns 
had been good and then they gradually be- 
gan to fall off. He tried new and still more 
colorful layouts and then shifted to straight 
black and white. Much to his surprise re- 
turns doubled and therefore he thought he 
had proved that in his business black and 
white was better than color. 

He had not proved that at all—he simply 
showed that there is something in the theory 
of variation. His customers and prospects 
had tired of receiving this same material— 
had probably cast it aside unread—but when 
he came to them with a simple approach 
they opened it, read it and bought. Four or 
five years from now he probably will be 
conducting some more tests and will be able 
to prove that colored letterheads are better 
than black and white. Perhaps by that time 
he will have found out what many of us 
already know—that these things which look 
like trends are not necessarily trends at all 
and that we horizon gazers and prophets 
must carefully watch our steps. 

The nearest approach to scientific direct 
advertising is done by the direct sellers— 
copy so good—proven format and reply 
features so perfectly worked out—that these 
appeals sell fish, fruit, books or whatnot— 
sight unseen and often for cash in advance. 
To my mind, the biggest development in 
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the past few years in direct selling work 
has been in the increased use of actual mail 
buyer names through rental lists. Hundreds 
of direct sellers are today broadening their 
markets—finding new and profitable mar- 
kets—in the customer lists of others. Five 
years ago concerns like Poor’s Publishing 
Co., Babson, Kiplinger, Washington Letters 
and the United Business Service, felt they 
could sell their business and financial 
services only to the Directory of Directors 
or owners of stock. Today we know that we 
can approach with confidence buyers of 
health food, denicotined cigars, re-vitalizing 
medicines, because they have formed the 
habit of buying by mail and by being able 
to pay cash in advance for those products 
have indicated a certain buying power. A 
new technique in direct selling is being 
evolved as direct sellers in this way extend 
their markets. A department of our business 
specializing in this work has trebled and 
quadrupled itself in the last four years and 
today has over 50 million names listed as 
available for rental use and I look forward 
to their use doubling again in the next few 
years. 

Looking ahead again, I believe that the 
surface has hardly been scratched in the 
proper use of direct mail as a tool for re- 
search—to explore new markets—find new 
uses. 

Almost every one I hear and read says 
“Direct mail is not practical or is no good 
for research work.” I wonder how much 
they know about it. I wonder if these same 
people know how to write a letter that will 
produce real sales for a business service, a 
publication, for food stuffs, for anything. In 
the November 12 issue of Printer’s Ink a 
man whose work I greatly admire—L.D.H. 
Weld—in discussing the Straw Presidential 
Polls and the Digest Poll in particular says, 
“Mailed questionnaires are dangerous any- 
way. You can’t be sure that you get replies 
from a representative cross-section even of 
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the people to whom the questionnaires are 
addressed. Leading research men have large- 
ly given up this method of gathering infor- 
mation.” 

Well—I don’t blame them for giving it 
up after studying some of the efforts which 
I have seen. Surely if one is to consider the 
Digest Poll as a well balanced direct mail 
questionnaire, then Weld is right. It was an 
example of mass coverage by mail that went 
haywire—and most of us think we know 
why. It did not have, either at all or in the 
proper proportion, cross sections of the mar- 
ket and even if it secured proper coverage 
the lower bracket returns would not have 
been satisfactory because of the proven low 
mail response in these low brackets. Busi- 
ness men, executives, will answer to the 
tune of from 20-30-40%, while the low 
brackets sink to even a fraction of 1%. Di- 
rect advertising—whether used for research 
or promotion—is not a mass medium—it is 
a class medium 





a selective medium—and 
should be used to those classes only where 
mail response might be expected. 

For anyone to say that the use of direct 
mail is not the proper method of gathering 
information is like saying that direct mail 
is not a proper medium to sell Lux toilet 
soap. Well—it isn’t. A 20 million mailing on 
Lux toilet soap would, in my mind be silly, 
when you can achieve the same or better 
coverage at a far less cost through maga- 
zines, newspapers and radio. 





I don’t know if we in our organization 
are all right or all wrong in presuming to 
use Professor Theodore Brown’s tables and 
formulae for determining the coefficient of 
error in sampling, but we have been using 
his tables and formulae for the past two 
years in connection with direct mail research 
(although they were primarily designed to 
check personal survey work)—and to our 
minds, with unusual success. 

Let me give you one or two examples. 
Air travel is a service which appeals to a 
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certain class market whether it be social 
or business travel. One of our clients— 
Eastern Air Lines—operates a service from 
New York to Miami—from Chicago to 
New Orleans. Different from other air lines, 
the peak of their business is in the winter 
months—vacation travel—and the summer 
months have always shown a big slump. In 
1935 we set out to correct this by going after 
business travel. A few of the questions in 
our minds in going after this market were— 
do business firms have travel into the terri- 
tory we serve—where do they go—how 
many travelers do they have who go—how 
do they go and why do they go that way. I 
am not going to bother you with all the 
details but 19,000 replies out of 96,000 let- 
ters mailed told us that 12,000 odd firms 
had travel in our territory—that they had 
an average of 5 travelers per firm—that 
71% went by rail on short trips—73% by 
rail on long trips—and that 10% went by air 
on short trips and 20% by air on long trips. 
What’s more, they told us why they chose 
air, rail, car or bus. After personal check- 
up on a large number of the replies, direct 
advertising was released to the same type 
of concerns in the territories served and this 
year Eastern Air Lines licked the summer 
slump with an increase in business travel 
far ahead of the national average. A case 
of using direct mail for research and direct 
mail for overcoming the sales resistance 
made clear to us by the replies. Of course, 
the information obtained was also put to 
good use in space and other advertising. 
Again-—Liberty Mutual Insurance Com- 
pany—the largest mutual liability company 
in the country—had always addressed their 
automobile insurance advertising to car 
owners. For the past year many carefully 
planned test mailings have been sent out to 
car owner lists and to lists of mail order 
buyers of higher priced products in an at- 
tempt to see if returns from these mailings 
could be increased by addressing tliem to a 


more mail responsive audience. A straight 
research approach was used with the open- 
ing question, “Do you believe that auto- 
mobile insurance costs are too high?” The 
return from the mail responsive lists is al- 
most double that from ordinary car owner 
lists and it is seldom that a buyer of Frank 
E. Davis fish products or Delane Brown 
canned food, or Bonded Tobacco Company’s 
de-nicotinized cigars writes back and says he 
does not own an automobile. The point is— 
most people own automobiles today but only 
a small percentage of the people read and 
act as a result of a mail appeal. Other mail- 
ings with leading questions about careful 
driving, possible aversion to the mutual plan 
for fear of assessments have ferretted out 
likes and dislikes—have determined these 
persons’ attitudes toward automobile insur- 
ance. Now straight business appeals are be- 
ing successfully addressed to these same lists 
based on the findings. I look to more of this 
in the future, toward the greater use of di- 
rect mail to first find facts, find what the 
man wants to buy, find what the cross- 
section average prospect wants to buy and 
then proceed to sell it to him the way he 
wants it. 

Here’s one more example of the use of 
direct mail in research in a class market— 
not a mass market. The Lombard Company, 
makers of grind stones for over 100 year, 
designed a sharpening tool which they 
thought might be used by the medical pro- 
fession—perhaps by dentists—perhaps by 
chiropodists. Instead of preparing nicely 
printed folders, broadsides or letters, the 
first job was for our General Research 
Bureau to do what we did with Liberty 
Mutual, with Eastern Air Lines and with 
others. A fact-finding mailing to a cross sec- 
tion of each group was sent out. We found 
that 17% of the doctors would be interested 
in such a tool and at a certain price if it 
was made available—24% of the dentists 
said that they might be interested and 44% 
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of the chiropodists. Here is direct mail used 
for fact-finding and where it should and 
could be used more. There are few W.P.A. 
workers in the doctors, dentists and chirop- 
odists lists. The samples were sufficient ac- 
cording to the Brown tables to give us ac- 
curacy within a + 1.5%. Mailings were pre- 
pared and successfully sent out based on the 
reactions received from the fact-finding 
mailings. 

There is one other trend in direct adver- 
tising which I believe is healthy and I hope 
will continue. That is the use of direct ad- 
vertising to secure inquiries for more elabo- 
rate sales presentations either to be fol- 
lowed or not by a scales call. Those of you 
here who are professionally engaged in mar- 
keting, but not in my particular field, would 
hardly believe the trouble which we en- 
counter in stopping clients from sending 
out, say, 50,000 elaborate booklets costing 
15 or 20¢—scattering them to the four 
winds—when the same or better results can 
be achieved from first soliciting an inquiry 
from that list and printing an edition per- 
haps % or 1/10th the size, and then sending 
them to a self-selected and interested audi- 
ence. 

One of our clients, a manufacturer of of- 
fice equipment which has a splendid economy 
appeal, had seen their direct mail returns 
dwindle to % of 1% because they insisted 
on telling their whole sales story in elaborate 
broadsides or booklets or in sending out let- 
ters which told the whole story and wound 
up by asking to have a salesman call. A 
hungry sales force in 38 branch offices re- 
ceived a total of 318 leads in 1933. In 1934, 
after careful General Research Bureau fact- 
finding mailings determined what the pros- 
pect really wanted to know about the prod- 
uct, they received 7920 inquiries. In 1935, 
7930 inquiries were sent to the field and in 
1936 to date 13,303 have been distributed to 
the branches for follow-up—all from a total 
list of 100,000 known prospects. 
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And so, looking ahead, while I believe 
there will be an increasing application of 
scientific methods in direct advertising, I 
believe also that empiricism will always be 
with us in direct advertising, as in all ad- 
vertising. Advertising deals with human be- 
havior, depends for its results on human 
reactions—does not work under constant 
conditions. No medium which works under 
such conditions can become a positive and 
exact science. Therefore, it seems to me, the 
question for advertising to grapple with in 
the years immediately ahead is—not “How 
can we abolish empiricism”—but “How can 
we become less dependent upon it, and in- 
crease the application of scientific methods 
to a greater degree.” 

And so far as direct advertising is con- 
cerned, I can see three lines of approach to 
this problem. First, I believe the trend in 
direct advertising which is really out to get 
results, is towards greater simplicity—with 
more emphasis on fundamentally sound 
principles, and accurate analysis and plan- 
ning, with less emphasis on “smart Alec” 
ideas, and with factors of physical presenta- 
tion taking a secondary, though always im- 
portant, place. Second, I believe there can 
be a more intelligent and more profitable 
selection of markets both by mail sellers and 
by most businesses using direct advertising. 

And third, I feel that our biggest advance 
is going to be in the use of direct mail itself 
for fact-finding in prospective markets—not 
broad mass markets—but in class markets 
and in mail responsive markets. I believe 
there is going to be a constantly growing as- 
sociation between fact-finding in advance by 
mail and the promotion which is to follow— 
that this, of all possible lines of approach, 
is the most practical and promising way of 
becoming less dependent on empirical re- 
sults—that through this, real and continued 
progress towards more accurate and positive 
methods can be achieved. 








Developing the Best Abilities of Men 


SIDNEY W. EDLUND! 
President, Life Savers, Inc. 


WANT to tell you today about a man who 
| never really existed. I have christened 
him Sam Proctor. When I first met him 
five years ago he was about 30. He was an 
analytical chap with a creative flair and a 
good personality. But most of all I was im- 
pressed with his interest in people. 

Sam had just lost his job because of heavy 
curtailments. He had learned of an opening 
as assistant to the President of National 
Foods, Inc. You may recall that National 
Foods had gone through something of a 
reorganization and had just called in John 
Radcliffe as the new President. Mr. Rad- 
cliffe’s reputation as a builder of business 
was so great that Proctor wanted that job 
above any other. 

Proctor was interviewed several times by 
Mr. Radcliffe. He was also interviewed by 
two Vice-Presidents, by the General Sales 
Manager, by the Advertising Manager, and 
by the Treasurer. He was asked not only to 
discuss his experiences but also to consider 
a couple of specific problems of National 
Foods, Inc. 

When Mr. Radcliffe finally hired Proctor 
he said, “In this organization we are more 
interested in men than in money, material, 
or machinery, so we try to buy them with at 
least as much care.” 

Proctor got his first major assignment on 
his first day. Mr. Radcliffe explained this 
policy: “When we borrow money we put it 
to work as quickly as we can. When we buy 
machinery, we sometimes work overtime to 
set it up properly so that we can begin get- 
ting our money back. We want to do as 
much for the men we hire. We want to give 


* A paper presented at the Annual Convention of 
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them the data and the training they require 
as quickly as possible so that they may help 
earn dividends. You know we are growing 
rapidly, and will require many new em- 
ployees. The first thing every new employee 
should have is a general picture of the or- 
ganization: what the Company makes in 
each of its various factories; in a general 
way how the products are made; how they 
are sold ; what the original aims of the busi- 
ness were; how they have been carried out 
and expanded ; how the Company looks af- 
ter its employees; how it helps them grow 
within the Company. This material has 
never been gathered together in written 
form. You do it,—you are in a good posi- 
tion to appreciate just what our new em- 
ployees would like to know about their 
Company.” 

That same day Proctor sat in a meeting 
of department heads to whom this idea was 
expanded. Each major department was to 
have its manual or book or procedure. Great 
stress was placed on the sales manual for 
those men selling direct to the trade. In this 
case the plan was to put between the covers 
of a loose-leaf sales manual every bit of 
data which would be of assistance to sales- 
men. If the new man could really absorb it 
all he would be in as good a position as the 
older salesman, save for those things which 
may be learned only from actual experience. 

It took a year and a half before the sales 
manual was reasonably complete. Proctor 
was loaned part of the time to the Sales De- 
partment to help with it. First there were 
listed some 28 situations which the sales- 
men faced; these were intended to be all- 
inclusive. For example, the retailer might 
be pushing a competitive line; he might not 
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be displaying goods for fear of pilferage. 
Certain field men and one of the Division 
Sales Managers were selected to write on 
each situation. These several presentations 
on each situation were then reviewed and 
edited. Then all the Division Managers came 
in for a three days’ discussion of these pres- 
entations. Again they were edited. 

Then came a brilliant move. The re-edited 
presentations were not all sent out together. 
Rather, one was sent each week to the en- 
tire sales force. There were wide margins 
on the sides to make it easy for the sales- 
men to not their criticisms after they had 
tried out the presentation during the week. 
Nominal prizes were offered for the best 
suggestions. As high as 85% of the sales- 
men offered something constructive on some 
of the presentations. 

It seemed amazing that the salesmen 
could contribute so much after the Sales 
Managers and Division Managers had pre- 
viously gone over the presentations so care- 
fully, especially considering the unusual 
ability of the sales leaders Mr. Radcliffe had 
gathered about him. The enthusiasm of the 
salesmen for the whole plan was gratifying. 
“The best thing we have ever had,”—that 
and similar expressions were common. But 
what appealed to Proctor most was the as- 
surance that the men must have pretty well 
absorbed the presentations in order to make 
so many good criticisms. Here was an ex- 
ample of an exceedingly valuable method in 
the training of men. 

Many changes were taking place through- 
out the organization, particularly in the 
Sales Department. Here responsibilities 
were becoming more decentralized. Division 
Managers were consulted about important 
moves; they were given the right to hire 
and fire without consulting the home office. 
Both Division and District Managers were 
spending far more time with their salesmen. 
The average man had someone working 
with him at least one day each month; group 
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meetings of salesmen became more frequent. 
The training and stimulation of men now 
had a continuous program, instead of spo- 
radic efforts. The men were given enough 
merchandising plans so that they never need 
approach a prospect or a customer with an 
entirely old story. No wonder the Trade 
was saying that National Foods, Inc. was 
now a live-wire organization ; no wonder the 
slippage had stopped on the weaker lines 
and the stronger lines were going ahead very 
fast. 

Mr. Radcliffe’s emphasis on men, his wil- 
lingness to give them broad responsibilities 
and commensurate amount of authority 
were bringing results. But although he gave 
his department heads unusual scope he re- 
quired concrete and unusually well devel- 
oped plans from them. Indeed, the planning 
requirement went gradually all through the 
organization. Every factory worker had a 
definite task to be accomplished in a given 
time. The salesmen had quotas to meet. 
Even the research workers had their goals, 
which they were striving to reach by certain 
dates. 

Mr. Radcliffe had a habit of stopping em- 
ployees, especially potential leaders, and 
chatting with them and driving home im- 
portant business truths. For example, he 
asked Proctor one day if National Foods, 
Inc. should put out a certain new product. 
Now Proctor knew that there were two 
good-sized concerns specializing in a product 
similar to the one suggested, both making 
large profits. He knew, too, that National 
Foods, Inc. had the equipment to make just 
as good an article, that their sales cost 
would be low because the product would go 
through the same channels of distribution 
as certain other products of National Foods. 
Proctor’s verdict was, “It looks like a nat- 
ural for National Foods.” Mr. Radcliffe 


replied, “I agree with you, if you will check 
on one point—that there must be some plus 
or advantage which the public can appre- 





270 


ciate—a reason why consumers will not all 
continue to buy established and worthy 
brands.” Radcliffe continued, “You know 
Milky Way? It is the largest selling candy 
bar. I know that 847 attempts have been 
made to imitate that product. Some of them 
are just as good, and some of them give 
more for the money. But they have not 
gotten anywhere. They have no plus. Her- 
shey bars have probably been imitated even 
more, but again imitative competition has 
gotten little of the business. Then along 
came Nestle with a different chocolate, a 
different mold, and a willingness to spend 
liberally for space, which Hershey had 
never done. As a result, Nestle has built a 
great chocolate business. They had the 
necessary plus. I could give you hundreds 
of such instances. So before we go ahead 
with the new product which we were talking 
about, our research department or our mer- 
chandising department or both will have to 
discover what appears to be an adequate 
plus.” 

Proctor found that other executives in 
the organization were doing much the same 
as Mr. Radcliffe, in endeavoring to pass on 
the benefit of some of their experience to 
the potential leaders in the organization. He 
marveled at the power of Mr. Radcliffe to 
multiply himself throughout the entire or- 
ganization. 

Once while Proctor was doing some work 
in the sales order department, the head of 
the shipping department came in to point out 
that a considerable number of errors were 
being made in the papers that came to them 
from the sales order department. It was not 
at all in the nature of a complaint; rather 
it was a business conference to see how to 
correct the trouble. Proctor remembered a 
similar occurrence in a previous connection, 
which was handled by caustic letters result- 
ing in considerable ill feeling. Another time 
in the same company, one of the department 
heads would not speak to another for some 
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ten days after each had pointed our errors 
in the other department. Proctor wondered 
if the character of the employees in Na- 
tional Foods was really different or whether 
it was again a remarkable tribute to his 
chief, whose spirit seemed to permeate the 
entire organization. 

Proctor appreciated that he was serving 
under a master in developing good men. He 
wanted to initiate some move himself in 
this direction. Starting in an informal way, 
he got together a dozen of the more am- 
bitious younger men in their production de- 
partments in the metropolitan area. They 
met one evening each week to study that 
most excellent Factory Management Course 
put out by the now defunct Industrial Ex- 
tension Institute. The course covered such 
subjects as organization, labor and compen- 
sation, planning and time study, purchasing 
and storing, and handling materials. The 
problems presented were considered in rela- 
tion to the situations in National Foods, Inc. 
It was no wonder that out of these discus- 
sions came many suggestions ultimately 
adopted by the Company. Nor was it sur- 
prising that some of the men taking the 
course were advancing unusually rapidly in 
the organization. | 

The following year quite a number asked 
if they could take the course—so many in- 
deed that three groups had to be organized. 
The Company gave this work formal recog- 
nition, and paid half the expense. Then 
Proctor organized a similar group of office 
men to study the Alexander Hamilton In- 
stitute course. Proctor was, of course, the 
logical selection when Mr. Radcliffe wanted 
someone to take charge of all educational 
and training activities in the Company. His 
most interesting task under this assignment 
was the development of slide films to show 
their salesmen who sold direct to consumers 
how best to present the various items they 
carried. When the divisions which first used 
these slide films showed greater increases 
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than the other divisions, Proctor knew that 
a real training job had been done. 

About a month ago Mr. Radcliffe re- 
viewed with Proctor the plans he had used 
in developing men for National Foods, Inc. 
He pointed out that first of all they wanted 
to hire better than average men. Next, they 
wanted to give new men, and old ones too, 
as quickly as posible the best training to do 
their jobs well. Then he wanted to give each 
man ample responsibility and authority. But 
from each leader he required a concrete 
plan of action with a definite goal. Finally, 
he was willing to pay for results—in the 
pay envelope and with bonuses. 

He told Proctor that in his opinion the 
unusual growth of National Foods, Inc. in 
the past five years was due more than any- 
thing else to their policy of placing emphasis 
on men. He said, “Because we have good 
men and have given them freedom to work 
and plenty of encouragement, we have not 
lacked for good merchandising ideas, im- 
provements in our old products and develop- 
ment of new products.” 

Mr. Radcliffe went on, “Now our business 
has grown to large proportions, the prob- 
lems are exceedingly complex. More and 
more my time must be spent with matters 
of general policy. Yet it is more than ever 
essential that we discover and develop 
executive personnel of unusual capacity. 
You appreciate this need probably more 
than anyone else in this organization. There- 
fore I am going to relieve you of all your 
other duties and appoint you Vice-President 
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in charge of executive personnel. My de- 
cision to do this was crystallized recently 
when I read a copy of an address by Mr. 
Edward R. Stettinius, Jr., on ‘The Selection 
and Development of Executives in Ameri- 
can Industry.’ Perhaps you have read it— 
at any rate you should, for it will be of 
considerable help in your new duties. Mr. 
Stettinius says, “The search for executives 
is only rarely what in any sense could be 
termed scientific.’ He points out what seems 
a practical method for keeping in touch with 
every executive in the organization, actual 
and potential. Most of the things he sug- 
gests we have done, but in an unorganized 
way. I am sure that you will organize this 
work so that you will uncover good men 
now in our organization of whom we have 
no knowledge. I am sure that you will 
broaden our training work. I expect that 
you will make specifications for all im- 
portant jobs so that we will be able to fill 
them with men who more nearly meet the 
requirements. I know that you will study 
our salaries and methods of compensation 
so that these may be more equitable. In 
short, your job will be developing the best 
abilities of men.” 

This last sentence had a familiar ring 
when Proctor told me this news a few days 
ago. I recalled that your President, Mr. 
Coutant, had asked me if I would talk to 
the American Marketing Society on the sub- 
ject “Developing the Best Abilities of Men.” 
That is why I have told you Sam Proctor’s 
story. 











Measuring Public Opinion 


ARCHIBALD M. CROSSLEY! 
Crossley Associates 


—aaegpaome last summer when George Gal- 
lup was predicting the Digest result, 
and Wilfred Funk was writing him letters 
calling him ‘a learned doctor” and other 
things, George said to me “Either the Liter- 
ary Digest or the American Institute of 
Public Opinion is going to get on a boat on 
November 3.” Rumor had it that both had 
engaged reservations. So when King Fea- 
tures Syndicate asked me to run a presiden- 
tial poll, I called up both steamship lines 
and reserved the upper berth in both the 
Gallup and the Funk cabins. 

We were all taking tremendous chances. 
The Digest gambled with its established 
reputation. Gallup’s whole Institute of Pub- 
lic Opinion hung on the result. We might 
still have a marketing research organization 
if we made a serious mistake, but we’d have 
to peddle our work awfully cheap to find 
a customer. 

Well, the Digest, the Farm Journal, and 
the Grass Roots pollers said Landon would 
win. Gallup, Crossley, and Fortune said 
Roosevelt would win. ‘““You pays yer money 
and tikes your choice.’”’ And after you’ve 
made your choice at the ballot box, you’d 
better like the result. 

So—to the post-mortem. 

The three-word subject assigned me is 
neatly turned. It provides me immediately 
with three things to talk about. (1) What 
is the public? (2) What is an opinion? (3) 
What is a measure? Out of these three di- 
visions there comes to mind immediately 
several finer questions to which our atten- 
tion might well be directed. 


* A paper presented at the Annual Convention of 
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1. Who Is This Public That Has Opinions? 


We are nearly 130,000,000 people in 48 
states and the District of Columbia. In 
Washington you can’t vote—you get voted 
at. 

All over the country there are some 
75,000,000 persons old enough to have their 
opinions count. These have separate geo- 
graphical divisions of government—state, 
county, township, city, even boroughs. So 
far they do not have separate industrial di- 
visions. So if you are a farmer in Illinois, 
your vote is a part of the Illinois total, not 
a part of a farmer total. Or if you are a 
coal miner in Illinois, you do not join with 
the coal miners in Pennsylvania in electing 
your public servants. This is probably best 
for the nation, but it is not today’s trend. 
Whether it is the best thing that could hap- 
pen to us, or the worst, the Washington 
Government is moving rapidly toward an 
industrial division’ of the country instead of 
a state division. 


2. How Does This Public Express Its 
Opinions? 


Laws provide for periodical elections, at 
which we accept or reject the man, on the 
basis of our attitude toward the sum total 
of his policies. We can also write feeling 
letters to some editor. Or we can write to 
Congressmen, and others. Occasionally, we 
get a referendum, and of course, we could 
bring about town meetings, even an im- 
peachment. 


3. What Are the Public’s Opinions About? 


By and large, these opinions seem to fall 
into three groups: 
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First, we have opinions regarding the 
best men for public office. 

Second, we have opinions on individual 
issues. 

Third, we have opinions on the less- 
serious news of the day—should the King 
marry Mrs. Simpson ?—for example. 

Elections provide a means of expression 
of opinions about men for public office. On 
individual issues, the American voter has 
substantially no means of expression except 
straw votes. And in the matter of the King 
and Mrs. Simpson and the British Public, 
we can tell anecdotes. 

This last-named grouping of public 
opinion, however, has in it much that is 
profitable as well as interesting to explore. 
Are the schools paying too much attention 
now to crafts, and to business training? 
Are there too many amateur radio hours 
on the air? What types of people buy trail- 
ers, and where do they go for their vaca- 
tions? Etc., etc. These are questions that 
do not affect us vitally, but are yet a part 
of our daily lives. We are interested to read 
about what others are doing, and perhaps 
will profit from the knowledge. 

The more we explore this phase of pub- 
lic opinion, the nearer we come to straight 
marketing research. This brings us then to 
the fourth question. 


4. How Are the Public’s Opinions Meas- 
ured? 


Those of you who are primarily con- 
cerned with marketing research will natural- 
ly ask—“How does public opinion measure- 
ment differ from ordinary marketing re- 
search ?” 

Essentially, they do not differ in tech- 
nique. That is the reason why marketing 
research men made the best showing in this 
year’s polls. 

As we all know, marketing analysts study 
the consumer in two principal ways: (1) 
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By mail questionnaires, (2) By personal in- 
terviews. 

I am not one of those who believe that 
the mail questionnaire method has been 
killed by the failure of the Digest poll. In- 
stead, I think the Digest’s unfortunate ex- 
perience has taught us how to conduct mail 
investigations. Mail, after all, is merely a 
means to an end. The choice is really be- 
tween random methods and scientifically 
controlled methods. 

The Digest has used its polls to build cir- 
culation. In the past its mailing lists have 
been fairly successful in predicting election 
results and selling subscriptions. It never 
has been in the polling business, and its No. 
1 interest is selling subscriptions, advertis- 
ing, and books. Because it was fairly suc- 
cessful in the past, there seemed to be no 
reasou for switching to a method which 
would have less direct sales results. Gallup 
approached the problem very differently. 
Gallup was in the polling business, and 
maximum accuracy was therefore essential. 
To this end, he made use of the quota- 
control principle, combining mail and per- 
sonal interviews, with fixed quotas for each 
division of voters. In varying degree and 
with somewhat different technique, the other 
marketing research men did the same thing. 
In our own Crossley Poll, we used only per- 
sonal interviews, and scientifically allocated 
a given number to each state, each Congres- 
sional district, each population group, each 
income level, the major industries, both 
sexes, and the different age groups. 

None of us knew how right we could be 
because we were dealing with several un- 
known factors. The greatest of these is the 
unknown ratio of actual voters to popula- 
tion, or registration, or previous elections. 
We cannot say in advance with any degree 
of certainty that a given percentage of the 
lower income levels, or of the farmers, for 
example, can be expected to go to the ballot 
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box. I believe that when it is possible to 
analyze registration in many breakdowns 
and to establish certain ratios, we can make 
good guesses at these percentages. But I 
don’t ever expect perfection, because we are 
really taking a sample of a sample, and we 
must be able to predict the extent of the 
influence of political machines and the ex- 
tent and locations of the protest vote. 

The second great obstacle in our path was 
the fact that the electoral system calls for 
minute exactitude. One pollmaker might 
have a tremendous error on the right side 
and call the state right with very poor re- 
search. Another pollmaker, with an error 
of a fraction of one per cent might call the 
state’s electoral votes entirely wrong. If this 
happened in several states, the entire na- 
tional result might be called wrong by frac- 
tional errors. 

These difficulties would not arise in ordi- 
nary sales or consumer research. Another 
principal difference between marketing re- 
search and public opinion research lies in 
the fact that in marketing research you can 
study case histories—what the average per- 
son does at any given time—and set up trend 
lines to show what he or she will do later, 
while in public opinion research, your trend 
lines must be based upon what the voter 
thinks he will do. He may very well do 
something quite different when he has to 
decide whether to vote or not, and if so, 
for whom. 

How, then, should a pollmaker take a 
poll? What lessons have we learned from 
this experience? 

First, some sort of quota-control princi- 
ple, whether by mail or personal interview, 
is necessary. For accuracy, we must dis- 
tribute our ballots by population groups, in- 
come levels, sex, age, industries, etc., as 
nearly as possible in accordance with the 
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way the actual vote will be distributed. 

Second, we know that a small sample 
carefully distributed is far more accurate 
than a very large sample badly distributed. 

Third, the poll should not be cumulative, 
but repeated at intervals to establish a trend, 
and should be carried on up as close as 
possible to election day. 

Fourth, it should be sufficiently flexible 
to permit statistical adjustment on the basis 
of late registration figures. 


SHOULD THE PuBLIc BE ALLOWED TO 
Express Its OPINION THROUGH POLLS? 


The New York Times fears that legis- 
lators will vote the way the polls indicate, 
and thinks it better that “our representatives 
will think for themselves.” 

The polls have shown no last-minute 
change from one candidate to the other this 
year. Certainly the Digest did not make Lan- 
don votes in any great number, though it 
may have intensified the desire to get out 
the vote, with the New Deal being better 
equipped for this purpose. But Landon was 
never on top during the campaign. Five- 
sixths of the voters had made a decision by 
late August. And in our own poll, Landon 
in ten weeks never had over 110 electoral 
votes as much as two points ahead of Roose- 
velt. Landon never led in either the Gallup 
or Crossley polls in the fall campaigns. The 
Landon polls stayed Landon, and the Roose- 
velt polls stayed Roosevelt. 

With the election over, pollmakers must 
turn to new subjects. Their competition on 
individual issues is the organized lobby. 
There seems to me to be only one answer to 
the question—“Is it better to have the law- 
makers influenced by radio orators and paid 
lobbyists, or by a scientific testirg of the 
needs and desires of the whole American 
people?” 




















Marketing Courses in a Graduate 
School of Business 


DAVID E. FAVILLE! 
Associate Professor of Marketing 
Graduate School of Business, Stanford University 


em I have been assigned the section of 
this round table relating to marketing 
courses in a graduate school of business, 
it might be well in the very beginning to 
clarify the term “graduate.” As I under- 
stand it, a graduate school of business sim- 
ply designates a professional school offering 
its training after the four-year college 
course. Whereas in a graduate school of arts 
and sciences, one may assume a preliminary 
undergradate training in a particular field 
of interest, in a graduate school of business 
one does not presuppose anything more than 
that its entering students have a maturity of 
mind. The only technical requirement for 
entrance to a graduate school of business is 
attainment of the bachelor’s degree, and that 
degree may have been in economics, biology, 
engineering, or any other field. In discuss- 
ing the teaching of advanced courses in 
marketing in such a school, one may assume 
either that the term “advanced” applies to 
those courses offered subsequent to a basic 
course in marketing, such as those in re- 
tailing, sales management or advertising, or 
that all marketing courses offered in a 
graduate school of business are “advanced” 
by virtue of their being offered to graduate 
students. Merely that I may have a basis 
of discussion, I am choosing to handle the 
problem from the second point of view. 
The courses in marketing at Stanford are 
currently offered in the last four quarters 
of a six-quarter or two-year graduate course 


*A paper presented at the Annual Convention 
of the National Association of Marketing Teachers, 
Dec. 30, 1936. 


leading to the degree of Master of Business 
Administration. They consist of two 
quarters of Marketing required of all stu- 
dents, and one quarter devoted to each of 
the following electives: Retail Store Man- 
agement, Sales Management, and Advertis- 
ing. These courses are preceded in the first 
year’s work by directly related material in 
courses in Business Organization, Sources 
of Business Information, Geographical As- 
pects of Business, Psychological Aspects of 
Business, Accounting, and Statistics. They 
are supplemented in the second year by 
courses in Industry Study and Research 
Methods, Executive Control, Business 
Policy, International Trade, and Individual 
Research. 

A prime objective of the general course 
in marketing is to stir up the student’s latent 
analytical ability as regards distribution 
problems and to get him in the habit of 
thinking for himself and arranging his 
thoughts in logical fashion. Of course some 
students may not have any analytical ability 
to stir up. In that case one may question 
whether or not they belong in a graduate 
school of business whose major objective is 
to turn out embryo executives. Also, ques- 
tion may well be raised whether or not a 
marketing course can teach a student to 
think any more than any other business 
course. It is probably true, nevertheless, that 
marketing offers a greater challenge to 
analytical thinking than many more exact 
courses. Most of its problems cannot be 
solved by definite formula, law, or prece- 
dent. Out of the great maze of “possibly 
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this” and “probably that,” the student is 
compelled to exercise his best judgment. 

A second objective in the basic course is 
to develop what I would describe as a “feel” 
for marketing. This comes after extended 
or intensive contact with the subject matter 
of the field, after repeated attempts at solu- 
tion of problems under discussion, and by 
gradual absorption of facts and general 
tendencies, through reading, class discus- 
sion, report-writing, field trips, and indi- 
vidual research. Marketing facts, terms, and 
rules will soon be forgotten, but a point of 
view or method of attack which is developed 


through daily contact with the subject is 


likely to remain with the student long after 
he is through school. 

A third objective of a general course in 
marketing is to establish certain principles 
in the student mind. While the factual de- 
tails of a course may be transitory, the 
principles around which those facts natural- 
ly group are likely to remain. It is true that 
many students have been so accustomed 
from their undergraduate science courses 
to consider a principle as a fixed law that 
the term “principle” must be used with em- 
phasis on its limitations. Nevertheless, 
where series of situations seem to gravitate 
toward constantly recurring solutions, there 
are principles which may be established, and 
these principles form the frame work for 
the course. That the principles may change 
with changing business is no excuse for 
omitting to teach them. 

In the advanced courses, Retail Store 
Management, Sales Management, and Ad- 
vertising, which follow the general market- 
ing course, it is assumed that the students 
have attained a certain reasoning facility, 
that they have a working knowledge of 
marketing terms, and that they have made 
a fair appraisal of the various marketing 
functions and institutions. It is also assumed 
that they have some idea of the economic 
and social implications of each of these spe- 
cialized fields within the whole distribution 
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process. They are then ready to enter upon 
an intensive study of specific narrowed 
fields, and the work takes on more of a 
vocational caste. In Retail Store Manage- 
ment, for instance, the student may have 
some practice in working out a system of 
stock control in a local department store; 
in Sales Management he may build up a 
quota system for a distributor of office 
equipment ; in Advertising, he may work out 
the details of a promotional campaign for 
a manufacturer of building materials. 

I have been asked to indicate specific 
methods used in my marketing courses, pref- 
erably in accordance with the following 
definite patterns: “use of case and textbook 
material, use of outside readings, class-room 
method, type of written report, field trips, 
use of current problems, use of individual 
or group projects or research, use of out- 
side speakers, and type of examination.” 


Tue Case METHOD AND OUTSIDE READING 


As might be expected from the objectives 
stated, I believe in the case method of in- 
struction for graduate students in market- 
ing. It has its weaknesses in that it is slow 
and there are likely to be large gaps in the 
fund of information imparted. But it is 
the best way I know to stimulate the stu- 
dent’s analytical processes. It has the ad- 
vantage also of freshness of approach usu- 
ally after long years of lectures and class 
discussion. It can be supplemented with 
textbook material and collateral reading to 
give body and background to the points de- 
veloped in the cases, and to fill in the neces- 
sary informational gaps. The case method 
is sometimes overdone by those who make a 
fetish of drawing out every minute point 
and factual detail through the analytical 
needle’s eve. For example, one may hand the 
student a case on the codperative marketing 
of prunes and say, “Here, why didn’t this 
work ?” Perhaps by digging around in some 
literature on prune marketing he may find 
the answer. Many students, though, will just 
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give up on a proposition of this kind, not 
so much because they cannot figure out the 
solution but because pressure of other 
courses introduces a time factor. If, on the 
other hand, a lecture has been offered in 
advance on the essential elements in suc- 
cessful cooperative marketing, and if some 
assigned reading has been given on the sub- 
ject, a student is much more likely to take 
hold of the case intelligently and with some 
prospect of solution. In my own work in 
the basic course in marketing, I give as- 
signed and optional outside reading to ac- 
company the cases. And just to make sure 
that this reading is done, I periodically ex- 
amine the students on it. I am well aware 
that this is regarded as an undergraduate 
method in the best professional school cir- 
cles, but I have also discovered that the stu- 
dents will not read what they are not ex- 
amined on, and that as between reading 
examinations and no reading examinations, 
the students know more marketing at the 
end of the term under the examination sys- 
tem. The class hour, however, is spent 
chiefly on case analysis, with an occasional 
orientation lecture. 

In the specialized marketing courses, I 
give out a reading reference list at the be- 
ginning of the term, but make no specific 
assignments. I assume that by that time the 
student has a working background of knowl- 
edge and can find his own supplementary 
material ; also the specialized nature of the 
advanced courses operates to make it easier 
for the student to find source material. The 
class hour in the advanced courses is giver 
over almost entirely to case analysis. 


WRITTEN REPORTS 


I believe in pushing the student on report- 
writing just as hard as his health and the 
instructor’s “correcting” budget will stand. 
It seems to me that there is no better 
medium for the cultivation of ability to 
assemble and interpret facts in an orderly 
fashion than through this method. In polls 
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of alumni opinion as to what was the most 
valuable training received in the School, 
report-writing invariably ranks at the top. 
It seems to have more carryover into actual 
business use than any other one thing. An 
ability to report accurately on a given situa- 
tion in a concern gives the business-school 
graduate an edge on his fellows in the 
struggle for his employer’s attention and 
interest. It may be the longest step toward 
an executive position. Of course, it may 
operate to his disadvantage, too, if the stu- 
dent fails to recognize his place in the or- 
ganization. Under the case system of in- 
struction he has been dashing off two or 
three major executive decisions every class 
hour, and if he uses his report-writing 
ability in untimely, injudicious criticism of 
his employer, anything but a favorable im- 
pression may be created. 

Report-writing can be overdone in any 
course. Students sometimes are so busy 
writing reports that class-room activities 
and independent research suffer in conse- 
quence. This condition is likely to be 
brought about by lack of codrdination of the 
several courses in the school, resulting in 
unnecessary peak periods in assigned re- 
ports. I try to give a written report about 
once every two weeks, assigning a problem 
in the particular field under discussion at 
the time, and making it as timely as possible. 
Thus when we were discussing chain-store 
retailing this fall, a written report was as- 
signed covering the difficulties of a local 
bakery chain in meeting its distribution 
problems in the event the California chain- 
store tax were sustained in the November 
elections. Reports are in case form, and they 
are always drawn from actual business ex- 
perience. 


FieLtp TRIPs 


I believe in field trips provided there is 
a tie-in between field-collected information 
and the subject matter of a course. While 
a field trip is probably not as vital to a 
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course in marketing as to a course in in- 
dustrial management, it is of material aid 
in giving authority to class-room statements 
and in offering first-hand information as to 
current methods. An early morning visit 
to a wholesale produce market makes a more 
lasting impression and gives a better idea 
of distributive operations than a week of 
reading or lectures, and there is nothing 
quite like a first-hand view of Montgomery 
Ward stock room clerks roller skating from 
bin to bin to impress on the student the 
magnitude and importance of inventory 
control in a mail order house. But it is 
important that the field trip have definite 
objectives. At Stanford we generally suc- 
ceed in following up the actual tour of the 
plant with a meeting with the chief execu- 
tives. These meetings are usually held in 
the board room at the plant, at which time 
explanations are offered of the reasons be- 
hind methods observed, and students have 
an opportunity to ask questions that will 
aid them in crystallizing their impressions. 


OUTSIDE SPEAKERS 


The selection of business executives for 
class-room speakers is as hazardous as the 
making of omelettes. One never knows in 
advance whether they will “pouf” and go 
flat. A good speaker with just the right slant 
on his subject may give the student an angle 
on a distribution problem that will prove in- 
valuable, but thus far I have not discovered 
any formula for selecting such speakers. A 
man who is good the first time may not do 
well the second time. As to whether a first- 
time failure might do better the next time, 
I do not know, for at least I have the advan- 
tage in not having to ask him. back. Over 
a period of time I have found some “sure 
fire” men, and I use them sparingly through- 
out a course. One system that seems to be 
fairly successful is to ask the man to discuss 
a problem of his particular company. He 
then feels more at home, has something con- 





crete to discuss, and is likely to keep clear 
of abstract harangue. We get a considerable 
amount of outside-speaker contact in connec- 
tion with the field trips and prefer to use that 
method rather than to bring too many out- 
siders to the School. We have a number 
of consulting professors on our staff who 
are drawn from representative businesses, 
but are given appointments on the regular 
faculty of the School. Such men are out- 
standing in their profession and are very 
helpful in keeping us in close contact with 
the field, and in selecting outside speakers. 

A method which has seemed to work out 
fairly well in the advertising course has 
been to outline a series of lectures as to topic 
and probable content and then assign talks 
to qualified executives willing to handle the 
subject matter indicated. Thus last spring 
we used ten speakers in the advertising 
course, covering such topics as: problems 
of an account executive in an advertising 
agency; institutional advertising methods 
of a department store ; advertising problems 
peculiar to a public utility company ; adver- 
tising solicitation methods of a magazine 
publisher ; radio advertising, etc. 

The speaker’s material should be tied into 


the course in such a way as to give authority 


to and supplement the subject matter in 
hand, not to furnish entertainment for the 
class or relief lectures for the instructor. 


Use oF INDIVIDUAL RESEARCH 


In our school, a special course in indi- 
vidual market research is offered for the 
benefit of those students of advanced stand- 
ing who have had the basic marketing 
course, who have shown analytical ability 
in handling independent work, and who have 
some particular project in mind that they 
want to pursue. Particular emphasis is 
placed on this last point. We do not want 
students electing Individual Research un- 
less they have well-formulated objectives in 
so doing. 
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In order to test out individual research 
ability, each student is required at the be- 
ginning of the second term of marketing to 
bring in an original case written up in a 
form suitable for class discussion, together 
with his own solution. This assignment helps 
to weed out those students lacking in re- 
search ability. It serves the additional pur- 
pose of acquainting them with the multiple 
problems that enter into the solution of a 
case, and dispels any misconceptions they 
may have as to the simplicity of market 
problems in their original state. 


Type or EXAMINATION 


I have already mentioned my policy as 
regards reading examinations. In the final 
examinations I use original cases, some of 


which illustrate points already made in class, 
in order to test the ability of a student to 
transfer what he has learned in class to an- 
other case, and others which introduce en- 
tirely new material with the acknowledged 
purpose of testing reasoning ability. I real- 
ize that this latter type of case is open to 
the criticism that it does not test the stu- 
dent’s knowledge of what has been covered 
in the course. But since one of the chief 
objectives of the course is to test reasoning 
ability, original cases serve admirably. I do 
not want to class as an “A” student the man 
who has simply done all the chore work as- 
signed but who is still unable to exercise the 
judgment necessary to make a good business 
executive. 








A Program for Marketing Research 


N. H. ENGLE?! 


Assistant Director, Bureau of Foreign and Domestic Commerce 


MARKETING RESEARCH DEFINED 


 peemmpeein RESEARCH is a comprehen- 
sive term which has been defined as 
“the study of all problems relating to the 
transfer and sale of goods and services from 
producer to consumer involving relation- 
ships and adjustments between production 
and consumption, preparation of commodi- 
ties for sale, their physical distribution, 
wholesale and retail merchandising, and 
financial problems concerned. Such research 
may be undertaken by impartial agencies or 
by specific concerns or their agents for the 
solution of their marketing problems.’ 

From this definition it appears necessary 
to distinguish between marketing research 
and market research on the basis that the 
latter applies only to fact-finding, with per- 
haps some analysis of a single market or 
marketing area, whereas the broader term 
includes not only the collection of facts 
about particular markets, but about market- 
ing organizations, marketing methods and 
policies, the analysis of the facts, and the 
deduction of appropriate conclusions there- 
from. 


NEED FOR SPECIALIZATION IN MARKETING 
RESEARCH 


Marketing research as thus defined is ob- 
viously a broad subject and one which calls 
for an almost infinite variety of activity. 
This fact raises the important question of 
specialization in marketing research, of who 


*From the consolidated report of the Commit- 
tee on Definitions of Marketing Terms for the 
National Association of Marketing Teachers. The 
National Marketing Review, vol. 1, no. 2, p. 157. 

? Abstract of a paper presented at the Annual 
Convention of the American Marketing Society, 
Nov. 27, 1936. 


should conduct what? This is a question 
which has not yet been answered satisfac- 
torily, and one which I believe students of 
scientific marketing should explore. In the 
past almost anyone who had the urge en- 
gaged in marketing research without much 
forethought. Qualifications for the job or 
the appropriateness of the activity to the 
agency engaging upon it were seldom con- 
sidered. I should like to raise the question— 
is it not time that those of us who are inter- 
ested in marketing research in a professional 
way took stock of this problem? As a begin- 
ning I suggest the necessity for outlining 
an appropriate allocation of functions. 
Broad lines of distinction should first be 
drawn between the various types of market- 
ing research and the various agencies en- 
gaged in research. Progress in marketing 
research demands such action, although it 
may be impossible in actual practice to hew 
to the lines of demarcation at this time. The 
least we can do is to outline a long-range 
program, a blueprint of research activities 
and of the agencies which should perform 
them. Such action would give a different 
perspective to the appalling task of research 
which lies before us. 


Mayor CATEGORIES OF MARKETING 
RESEARCH 


I shall attempt a modest beginning in the 
hopes of stimulating thought and action on 
this important topic. First let me sketch 
briefly a few major categories of marketing 
research. I suggest four which should cover 
both consumers’ and producers’ goods: 

1. Basic studies of markets 

a) Size of market 
b) Location of market 
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c) Purchasing power 
d) Consumer preferences 
e) Competition 
f) Saturation 
2. Channels of distribution 
a) Integrated marketing 
(1) Direct selling by manufac- 
turers 
(2) Direct purchasing by large- 
scale retailers 
b) Use of functional middlemen 
c) Use of wholesalers 
d) Cooperative marketing 
(1) Agricultural cooperatives 
(2) Cooperative or 
chains 


voluntary 


(3) Consumer codperatives 
(4) Trade associations 
3. Analyses of marketing functions 
a) Specialization in function 
b) Purchasing—assembling 
c) Sales promotion 
(1) Advertising 
(2) Personal selling 
d) Storage—warehousing 
e) Transportation—delivery 
f) Finance—credit—collections 
g) Standardization—grading 
4. Marketing cost analyses 
a) By commodities 
b) By channels of distribution 
c) By marketing functions 
This is a tentative rather than a compre- 
hensive outline and is offered here merely 
to illustrate what I have in mind about spe- 
cialization. It should be clear from the wide 
variety of research activities indicated in 
this suggestive list that the performance of 
this research demands specialization among 
research agencies. 


CLASSIFICATION OF MARKETING RESEARCH 
AGENCIES 


I offer the following classification of 
agencies as a basis for specialization in the 
performance of marketing research: 
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A. Public agencies 
1. Federal government 
a) U.S. Department of Commerce 
b) Federal Trade Commission 
2. State government 
a) State universities—bureaus of 
business research 
b) State departments of commerce 
c) State licensing departments 
3. Local government 
a) Departments of markets 
b) License bureaus 
c) Public libraries 
B. Private agencies 
1. Research institutions 
2. Endowed universities—bureaus of 
business research 
Trade associations 
Chambers of commerce 
Private businesses 
a) Specialized marketing research 
agencies 
b) Advertising agencies—market- 
ing research departments 
c) Individual companies—market- 
ing research departments 
Here again I am offering, not a complete 
list, but only a tentative one which will serve 
to illustrate the problem. The question I 
raise is, to repeat, how may these agencies 
best specialize in performing the marketing 
research functions listed above? 


wm  W 


A PARTICULAR PROGRAM FOR MARKETING 
RESEARCH 


In studying this problem I have been 
faced with the very practical consideration 
of what was appropriate, in the field of 
marketing research, for the federal agency 
with which I am identified. My colleagues 
and I have found little in the way of pre- 
vious experience to guide us. It has been a 
pioneer study. Our experience in the De- 
partment of Commerce, therefore, may be 
of interest to others, hence I will outline it 
to you briefly. 
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We approached the problem by first at- 
tempting to define our own field of speciali- 
zation. After some study we concluded that 
our special province was marketing research 
of national significance which could not be 
performed as well by any other agency. We 
recognized as outside of our domain the 
study of strictly state or local marketing 
problems which we believe belong properly 
to state and local research agencies. We also 
ruled out marketing research on problems 
of limited interest such as the study of 
markets for a particular brand of merchan- 
dise. This we believe is a proper field for 
private research agencies. We also recog- 
nized a division of labor within the federal 
government. For example, it is generally 
conceded that the Census Bureau is the best 
qualified agency for making a complete can- 
vass of the various types of distribution 
establishments in the country. The Census 
Bureau has proved by long years of experi- 
ence its preéminence in collecting, compiling, 
and publishing mass data, hence we have re- 
stricted our activities to other fields of re- 
search. In brief, the Bureau of Foreign and 
Domestic Commerce attempted to make a 
logical approach to the problem of outlining 
its appropriate field of action. 


PLANNING THE PROGRAM 

I believe you may be interested in the 
methods we followed in formulating our pro- 
gram. Starting as we did with an agency 
which, while somewhat disorganized, had a 
good record of achievement behind it, we 
proceeded to take stock of our resources. We 
prepared an inventory of our activities and 
of our research staff. 

Since it is our province to adjust our ac- 
tivities to the requirements of business we 
next took steps to consult business about our 
problem. The Secretary of Commerce had 
appointed an advisory council of business 
men to aid him with just such problems. 
This council functions through specialized 
committees. One of these committees deals 
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exclusively with domestic distribution. It 
was to this committee that we took the 
problem of working out the marketing re- 
search objective for the Bureau. After many 
conferences and much study the committee 
made a series of recommendations on the 
scope of the domestic marketing research 
problem in the form of a report to the Sec- 
retary of Commerce, which served as the 
basis for our present program. 

The report recommended research with 
the objective of determining a more scien- 
tific marketing procedure, and especially 
urged the need for marketing information 
and analysis on the broad subject of market- 
ing trends, industrial marketing, consumer 
research, marketing costs, wholesale and re- 
tail codperative marketing, and advertising. 
It recommended, further, the reorganization 
of the marketing research work of the 
Bureau into a divison containing sections 
devoted to market data, wholesale trade, 
retail trade, consumer markets, marketing 
service, trade associations, and publications. 

The Bureau of Foreign and Domestic 
Commerce immediately proceeded to carry 
out such of the recommendations as were 
possible with the existing staff and appro- 
priations. This arrangement has been in 
operation for over two years now and has 
accomplished a part of the program recom- 
mended at that time. We are now again tak- 
ing stock of our program. We have sub- 
mitted a report to our advisory commit- 
tee for study. We want to keep our work 
on a dynamic basis, thoroughly in tune with 
the needs of the times. Upon receipt of the 
recommendations of the committee we shall 
revise our program if necessary or re-crient 
it in line with the requirements of business 
under existing conditions. We feel that, 
while some of our work is so basic as to 
require continuous attention, certain activi- 
ties, which may be appropriate for the de- 
pression stage of the business cycle, may be- 
come less valuable than other lines of re- 
search during a recovery era. 
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Members of the Associations are requested to supply the Chairman with summaries of 
all marketing research projects that are under way, or that have been completed recently, 
so that these can be included in the next issue of the JouRNAL. Brief abstracts of doctoral 
dissertations based on marketing research should be sent in also. 


A. RESEARCH IN UNIVERSITIES 

University of Akron 

“Consumer Disloyalty—A Study of Con- 
sumer Buying Habits for Selected Products” 
is the title of an investigation recently started 
by Professor W. W. Leigh. It will be com- 
pleted in April and will be available in mimeo- 
graphed form at that time. Information is being 
secured in personal interviews. It will be sup- 
plemented by material from surveys of various 
products which have been made by companies 
manufacturing these products or by independ- 
ent research investigators. 


University of Arkansas 


Professor Pearce C. Kelley is making a 
study of “The Marketing of Services.” It will 
be completed late in 1937 and probably will 
be available in printed form at that time. Data 
are being secured by means of personal inter- 
views and several hundred mailed question- 
naires. 


University of California 


Professor Ewald T. Grether has completed 
his study of fair trade legislation in California 
and a summary of it appeared as an article 
in the September, 1936 issue of The California 
Law Review under the title “Experience in 
California with Fair Trade Legislation Re- 
stricting Price Cutting.” In his article, Pro- 
fessor Grether discusses the legal history of 
the Fair Trade Law, which was passed in 1931 
and amended in 1933, and of the Unfair Prac- 
tices Act of 1935. He describes the effect of 
these two fair trade laws on grocery and drug 
retailers, manufacturers, and wholesale dis- 
tributors. He indicates the possible range of 
application of the laws in various kinds of busi- 
nesses. The latter part of the article deals with 


the general economic effect of the acts. A sug- 
gestion is made for a more flexible program 
of regulation to correct the weaknesses of pres- 
ent fair trade laws. Such a program might be 
developed in two ways: (1) through regulat- 
ing commissons (such as the Federal Trade 
Commission in inter-state trade and similar 
state commissions) empowered to take action 
against price cutting in unfair competition; or 
(2) through the establishing of agencies in the 
various industries and trades, with govern- 
mental supervision and with governmental rep- 
resentation, empowered to take action against 
price cutting in unfair competition as well as 
other unfair methods. This excellent study can 
be used to advantage in courses in general mar- 
keting, in retailing, and in sales management. 


Cornell University 


Professors Whiton Powell and W. Y. 
Young, of the Department of Agricultural Eco- 
nomics of the New York State College of 
Agriculture, have in process a “Business 
Analysis of Sixty Retail Feed Stores, 1930- 
1935.” Its purpose is to determine the relative 
effects of prices and volume of business on 
gross margins and on operating costs. Data 
are being secured from the monthly reports of 
a group of stores scattered over New York 
and adjoining states. This study, which will be 
completed late in the year, can be used to 
advantage in retailing courses. 

A summary of the doctoral dissertation of 
Orlo H. Maughan was recently published as an 
extension bulletin by the College of Agriculture 
under the title, “The Cost of Store Credit.” 
Dr. Maughan’s study is based on information 
secured from 311 representative store keepers 
and dealers. It shows the extent to which credit 
is granted by these firms, the charges that they 
make for the service, the costs that they incur 
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in granting credit, and the factors which affect 
these costs. The cost of granting credit in 
the retail stores studied varied from nearly 
two times to more than three times the usual 
bank rate of interest. Several suggestions are 
made for reducing credit costs. The study can 
be used to advantage in retailing courses and 
in courses in credits and collections. 


University of Delaware 

“A Study of the Retail Marketing of Apples 
in Wilmington and Philadelphia” was recently 
completed under the direction of H. S. Gabriel. 
Copies of the study are available in printed 
form from the Agricultural Experiment Sta- 
tion. It can be used to advantage in courses 
in general marketing. 


De Paul University 


Two studies by Professor L. M. McDermott, 
which were reported in the Fall, 1935 issue 
of The National Marketing Review, have been 
completed and are now available in mimeo- 
graphed form free. In the “Real Estate Sur- 
vey,” based on interviews with 5,590 families 
in Chicago, are given, in the order of their 
importance, reasons why people buy homes and 
data concerning the probable demand for real 
estate. The “Radio and Radio Program Sur- 
vey,’ completed in October, 1936 is based on 
3,770 interviews with housewives in Chicago. 
Among other things, it indicates the most popu- 
lar brands of radios in use and their average 
age. 

A study of “What People Read,” based on 
2,567 interviews made by Professor Mc- 
Dermotts’ students, was completed in October, 
1936. It shows which Chicago papers are taken 
for their news value and which are most popu- 
lar as a source of information on advertised 
commodities. It will be available in mimeo- 
graphed form soon. 

Professor McDermott has three studies in 
process. The first, “What Magazines Are Pre- 
ferred,” deals with specific reasons why readers 
prefer different magazines. Some 8,000 inter- 
views have been made by students and the study 
will be available for free distribution, probably 
in February of this year. The second, “What 
Families Plan to Buy Next,” is based on 7,000 
interviews and will show buying trends. Com- 
parative figures will be presented for similar 
studies made in 1935, 1934, and 1932. The third 
study, “Milk Use Survey,” which will be com- 
pleted late in January, will be based on approxi- 
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mately 5,000 personal interviews. It will show, 
among other things, the amount of fresh and 
condensed milk used, the effect of rising prices 
on amounts used, and the different uses of 
fresh and condensed milk in the order of their 
importance. 


Harvard University 


“Determination of Confusion in Trade 
Mark Conflict Cases” is the title of a study 
by Professor Neil H. Borden, which was pub- 
lished by the Bureau of Business Research 
early in 1937 (Business Research Study, Num- 
ber 16). For many years, judges, lawyers, and 
psychologists have criticized the methods fol- 
lowed in trade-mark litigation for determining 
the likelihood of consumer confusion between 
conflicting trade-marks. Professor Borden’s 
monograph is concerned with the question of 
the potential evidence value in such cases of 
data obtained from psychological studies, or 
of expert opinions based on such psychological 
studies. It summarizes the findings of various 
investigations relating to the psychology of 
trade-marks. It reports in detail a series of 
specific tests conducted at the instance of the 
plaintiff in the case of John B. Stetson Com- 
pany, v. Stephen L. Stetson Company, Ltd., et 
al, It recites the reasoning of the court in ex- 
cluding the evidence of the tests and in refus- 
ing to accept as expert testimony the opinion 
of the conductor of the tests. It then proceeds 
to examine the present state of the art of such 
psychological testing and queries whether the 
point has been reached at which recognition of 
psychological tests is warranted (whether such 
recognition is brought about judicially or by 
legislation) as likely to be of aid to our courts 
in cases in which the question of consumer con- 
fusion is of importance. The conclusion is 
reached that the usual procedure followed in the 
courts in trade-mark conflict cases to determine 
the existence of consumer confusion does not 
give fully satisfactory results. Psychological 
tests wisely conceived and carefully conducted, 
however, can give evidence which would be 
valuable to courts in determining the likelihood 
of confusion in the actual market place. In ad- 
dition to this general conclusion the study evalu- 
ates various testing techniques for cases of the 
kind involved. 

This study will furnish helpful reference 
material for courses in marketing and adver- 
tising, and particularly for specialized courses 
in market research. It deals with the important 
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question of property rights in trade-marks and 
discusses the problem of consumer confusion 
which underlies a large portion of trade-mark 
conflict cases. The study appraises market re- 
search methods and the likelihood of depend- 
able evidence coming from them. 


Indiana University 


W. H. Stackhouse, Assistant Director of 
the Bureau of Business Research, has in proc- 
ess a study of “Measures of Purchasing 
Power in Indiana Cities.” It was started in 
October, 1936 and will be completed by Septem- 
ber of this year. It will be available in printed 
form from the Bureau at that time. The study 
will cover about thirty cities. 


University of Illinois 


Two doctoral dissertations, in addition to 
those reported in the October issue of the 
JOURNAL, are in process in the Department of 
Economics. Earl W. Davis is making a study 
of “Wheat Price Movements in Spot and Fu- 
ture Markets in Chicago, 1924-1936, With Spe- 
cial Reference to Short Time Factors Affecting 
Future Prices.” B. R. Morris is investigating 
the “Economics of Special Chain Store Taxa- 
tion.” Both dissertations will be completed this 
year. 

“Changes in City Market Outlets for Fluid 
Milk” is the title of a twelve page report pre- 
pared in November, 1936 by Professor R. W. 
Bartlett, of the Department of Agricultural 
Economics, for use in the Dairy Manufacturers 
Short Course. It is based on research studies 
made at Illinois and elsewhere. It will prove 
valuable as reference material in marketing 
courses in which channels of distribution for 
farm products are studied. Reasons for changes 
in city market outlets are clearly presented. 
Copies of the report can be secured from the 
Department of Agricultural Economics. 


University of Maryland 


Three of the six studies reported in the 
October issue of the JouRNAL are still in proc- 
ess. The titles of these studies are: “Some 
Basic Factors Pertinent to the Establishment, 
Organization, and Operation of Production 
Point Coédperative Egg Auctions in Mary- 
land”; “The Status and Trends in Agricultural 
Codperation in Maryland, 1930-1936"; and 
“The Effect of Motor Truck Transportation 
of Produce Upon the Marketing Facilities in 
Baltimore.” Work was commenced on one addi- 
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tional study in October, 1936. It will be com- 
pleted about October 1, 1938, and will be pub- 
lished at that time under the probable title of 
“An Economic Study of the Bee Industry in 
Maryland: Management, Production, and Mar- 
keting Practices and Problems.” This study, 
which is under the direction of Professor S. H. 
DeVault, will contain considerable information 
on marketing practices, methods of sale, and 
prices received. Data will be secured by per- 
sonal interviews with beekeepers in the leading 
honey producing areas. 

A research project not previously reported 
was completed and published late in 1936 under 
the title “An Economic Study of the Broiler 
Industry in Maryland.” Of interest to market- 
ing students are the data on the cost of market- 
ing broilers, the factors affecting profits, mar- 
keting practices, methods of sale, methods of 
grading, and prices received. The study shows 
that local buyers and truckers offer the most 
profitable method of selling and that the most 
profitable months in which to sell are April, 
May, July, and December. Several recommen- 
dations for more profitable marketing are 
given. The study was made by Professors P. R. 
Poffenberger, S. H. DeVault, and A. B. Hamil- 
ton. It was issued as Maryland Experiment 
Station Bulletin, Number 390. 


University of Minnesota 


Professor Roland S. Vaile has in process 
a study of the “Effects of the Depression on 
the Consumer.” It is being made for the Social 
Science Research Council and it will be pub- 
lished in monograph form when it is com- 
pleted. 


New York University 

A “Survey of Industrial Buying” was re- 
cently completed by Professor Hugh E. Agnew. 
Copies of the printed study can be obtained 
from Mill and Factory, 205 East 42nd Street, 
New York City. Its purpose was to determine 
how industrial supplies, machinery, and plant 
equipment are distributed. Data were secured 
in 298 personal interviews and from 500 re- 
plies to mailed questionnaires. The following 
cities were included in the survey: Chicago, 
San Francisco, Cleveland, Columbus, Detroit, 
St. Louis, Syracuse, Worcester, and Allentown, 
The study indicates that the major portion of 
industrial supply orders are now placed with 
industrial supply distributors by industrial buy- 
ers. The proportion of direct purchases is de- 
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clining. This study can be used to advantage in 
courses in sales management and industrial 
marketing. 


University of Oregon 


Professor N. H. Comish has completed his 
study on the “Relative Efficiency of Retail 
Salespeople in Oregon.” An account of the 
methods which he used in the investigation and 
a summary of his conclusions were published 
in the September and October, 1936 issues of 
the Oregon Merchants Magazine. Professor 
Comish and six research students made per- 
sonal interviews and tests with five hundred 
retail salespeople working in different types 
of stores in six Willamette Valley cities. The 
efficiency of the salespeople investigated was 
judged upon the basis of their ability to per- 
form four of the major selling functions. A 
tabulation of the returns indicated that the 
efficiency of salespeople varies with the types 
of stores in which they work and their age and 
sex. Averages for all types of salespeople, 
however, showed that seventy-five per cent 
made favorable approaches; fifty-four per cent 
had an adequate knowledge of the merchan- 
dise they attempted to sell; only thirty-six 
per cent effectively answered common objec- 
tions given by customers for not buying; and 
only thirty per cent used satisfactory methods 
in attempting to close sales. The salespeople un- 
der 25 years of age excelled the older salespeople 
in making favorable approaches, in effectively 
answering common objections to buying, and 
in effectively closing sales. The salespeople 
over 24 years of age more often possessed 
an adequate knowledge of the merchandise they 
were trying to sell than did younger salespeople. 
More women than men made favorable ap- 
proaches; but the men ranked first in knowledge 
of stock and in effective closing of sales; men 
and women were about equal in their ability to 
answer effectively common objections to buy- 
ing. This study can be'used to advantage in 
courses in retailing. 

“A Study of Consumers’ Preferences for 
Stores in Eugene, Oregon,” is the title of an 
article by Professor Comish which appeared 
in the Eugene Register-Guard of July 26, 1936. 
It summarizes the results of a study of over 
17,000 consumers’ preferences for different 
types of stores. Nearly every consumer who re- 
ported gave more than one reason for prefer- 
ring to trade at different stores. With the ex- 
ception of drug and grocery stores, however, 
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high quality of goods ranked first, and low 
price of merchandise stood second. The other 
reasons (wide range of goods offered, depend- 
ability of store, clerks’ service, location of store, 
attractiveness of store, friendship, charge ac- 
count, and delivery) varied widely in impor- 
tance according to the different kinds of stores. 
Merchants in Eugene are using the results of 
this survey as the basis for some of their sales 
promotion plans. 

Professor Comish has in process a study of 
the “Methods Employed by Oregon Retailers 
in Selecting, Training, and Advancing Retail 
Employees.” It will be completed later in the 
year and probably will be published in the form 
of articles. Personal interviews already have 
been made with executives in 199 retail stores. 
This study will be of interest in retailing 
courses. 


Pennsylvania State College 


“The Philadelphia Fruit and Vegetable Mar- 
ket” is the title of the preliminary re>ort of a 
study being made by Professors R. B. Don- 
aldson and F. F. Lininger, which will be avail- 
able in printed form from the School of Agri- 
culture early in the year. Its purpose is to 
determine facts relating to traffic conditions, 
selling hours, methods of sale, distance and 
character of incoming truck movements, chan- 
nels of distribution in Philadelphia and the 
surrounding area, and other significant aspects 
of the marketing of fruits and vegetables. Five 
hundred personal interviews have been made 
and some forty representative companies have 
been studied. This report can be used to advan- 
tage in courses in marketing, retailing, and 
sales management. 

“The Marketing of Milk” is the title of a 
continuing research project being made by the 
Agricultural Economics Department under the 
direction of Professors F. F. Lininger and 
T. K. Cowden. Several bulletins and mimeo- 
graphed reports on this study have been re- 
leased, the last being bulletin 327 entitled “The 
Supply and Utilization of Milk in Pennsyl- 
vania.” The sources of the data are personal 
interviews and mailed questionnaires. The pur- 
pose of the study is threefold: (1) to compare 
the prices received by farmers selling milk in 
each of the three Pennsylvania milk sheds; to 
compare the prices received by different farm- 
ers within a single milk shed, with particular 
reference to the differentials between milk de- 
livered to the city plant and milk delivered to 
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the receiving stations in the country; and to 
compare prices received by the above groups 
with those received by producers selling milk 
primarily for the manufacture of butter and 
cheese; (2) to study consumer demand for 
milk and how to measure it, the growth in 
demand for different grades and different dairy 
products, and the factors affecting demand 
(such as price, industrial conditions, tempera- 
ture, quality, prices of other products, and ad- 
vertising); and (3) to study the geographic 
distribution of milk production in Pennsylvania 
and the uses to which milk is put; also to study 
movements of milk within the State and inter- 
state, and to get a complete picture of the use 
of milk in Pennsylvania. The reprints issued 
from time to time on this study can be used 
to advantage in courses in general marketing. 

The study of “The Butler Egg Auction” by 
Professors R. H. McDougall and F. F. Linin- 
ger, which was reported in the Spring, 1936, 
issue Of The National Marketing Review, is 
now available in printed form and it can be 
secured free from The Experiment Station 
(Bulletin 328). It presents an unusually inter- 
esting account of the operation of an auction 
and it can well be given as a reading assign- 
ment in marketing. 


University of Southern California 

The Bureau of Business Research, which is 
under the direction of Dr. Thurston H. Ross, 
conducts rental, purchasing power, occupancy, 
and real estate surveys. The data which the 
Bureau assembles are used in writing the 
Southern California Business Review, a month- 
ly publication, copies of which can be secured 
from the Bureau. For example, in one survey 
personal interviews were made with 10,145 
people in order to determine the market charac- 
teristics of the various purchasing power 
groups in the Los Angeles Metropolitan Area. 
In this study, brand preferences were ascer- 
tained for a large number of commodities such 
as: toilet soap, coffee, bread, butter, milk, ra- 
dios, and refrigerators. It also included a study 
of the proportion of women using automobiles 
in shopping downtown. 


Stanford University 

“The Timing of Wheat Marketing in West- 
ern Canada” is the title of a report written by 
Dr. Holbrook Working of the Food Research 


Institute. It can be used to advantage in classes 
in advanced marketing and commodity eco- 
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nomics. This study, which covers fifteen crop 
seasons (1921-22 to 1935-36), serves two pur- 
poses: (1) it reveals the main tendencies in- 
fluencing the rate of country marketing of 
wheat in recent years, and provides a basis for 
judging currently whether unusual influences 
are in operation and what reiations may be 
expected between country deliveries and mar- 
ketings at later stages; and (2) it provides 
concrete measures of the changes in rate of 
country marketing that resulted from the in- 
troduction of the combine, and of changes re- 
sulting from other developments during the 
past fifteen years. Among other things, the 
report shows that the normal date of comple- 
tion of the first 25 per cent of the deliveries 
for the season, since the introduction of the 
combine, has been September 15; and the nor- 
mal date of completion of the second 25 per 
cent of deliveries has been thirty days later. 
Deliveries to the end of January have varied 
from 73 to 88 per cent of the seasonal total. 
Price judgments influence the length of the 
period of rapid marketing more than the rate 
of delivery within it. The widespread use of 
the combine advanced the date of the begin- 
ning of rapid marketing by about fifteen days 
and brought the normal date of completion of 
the first 25 per cent of deliveries nearly three 
weeks earlier than in previous years. The re- 
port, published in October, 1936, is Volume 
XIII, Number 2, of the Institute’s Wheat 
Studies. Dr. Working is continuing this study 
and an analysis of the influence of the rate of 
marketing on prices received by growers is in 
progress. It will contribute toward determining 
whether the characteristics of Canadian farm 
marketings have been such as to depress prices 
in the period of heavy deliveries, and thus 
diminish returns to the grower. It will indicate 
whether or not it is desirable for farmers to 
alter their present marketing practices. 


University of Tennessee 


Professor Ross M. Cunningham has in proc- 
ess a study of the “State Control of Marketing 
in Tennessee.” He is making it for the Ten- 
nessee State Planning Commission. The study, 
which is exploratory in character, is intended 
to define the areas within which the State ex- 
ercises control over marketing, and to make 
comparisons with similar types of control in 
other states in order to reveal strong and weak 
points and to determine subjects needing spe- 
cial study. The investigation will be completed 
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by the end of the year and probably will be 
published at that time. It can be used to ad- 
vantage in marketing classes as a basis for a 
discussion of the social control of marketing. 


State College of Washington 


The Division of Farm Management and 
Agricultural Economics has been cooperating 
with the Cooperative Division of the Farm 
Credit Administration in a study of grain ele- 
vators in Washington. The results of this study 
are contained in a report published by the Farm 
Credit Administration in August, 1936, entitled 
“Farmers’ Grain Elevators and Warehouses in 
the Pacific Northwest, Intermountain States, 
and Western Montana, 1934-1935.” 

A study of the auction prices of Washington 
fruit is now in progress under the direction of 
Professor Ben H. Pubols. Market reports of 
the New York and Chicago fruit auctions are 
being used as the primary source of data. Work 
on the study is well advanced. Prices of Wash- 
ington apples and pears on the two markets are 
in process of tabulation. Prices will be shown 
by districts of the State, by varieties, grades, 
and sizes of the fruits, and by months begin- 
ning with the 1928 season. 

Three studies, described in previous issues 
of the JOURNAL, are now available in printed 
form from the Agricultural Experiment Sta- 
tion. The titles of these studies are: “Cost of 
Shipping Point Marketing Services for Apples 
in Washington” (Bulletin 312); “Financing 
Cooperative Marketing of Farm Products in 
Washington” (Bulletin 322); and “Apple 
Prices Received by Washington Growers” 
(Bulletin 326). 


West Virginia University 

“The Economic Aspects of Imitation” is the 
title of a research study being made by Pro- 
fessor K. D. Hutchinson in partial fulfillment 
of the requirements for the degree of Doctor 
of Commercial Science at Harvard. It deal: 
with the problem of the piracy of designs. 
Personal interviews have been made in about 
forty companies. The study will be completed 
during the year and it will be available in 
mimeographed form from the author or from 
the Harvard University Graduate School of 
Business Administration. 


University of Wisconsin 
Three studies involving marketing, in addi- 
tion to those mentioned in the October issue 
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of the JOURNAL, are in process in the Depart- 
ment of Agricultural Economics of the Col- 
lege of Agriculture. The purpose of the first, 
“Contractural Relations as They Affect the 
Sales and Income of Sugar Beet Growers in 
Wisconsin,” is to determine costs and their 
allocations for farmers and manufacturers. It 
is being made under the supervision of Pro- 
fessor Henry H. Bakken. The content of the 
other studies is suggested by their titles which 
are: “Cash Crop Sales by Contract, with Spe- 
cial Reference to Sugar Beets,” and “Effects 
of Large Scale Processing and Distribution on 
Marketing of Dairy Products in Wisconsin 
and the Great Lakes Region.” 

Two studies, made under the direction of 
Professors R. R. Aurner and D. R. Fellows 
of the School of Commerce, were completed 
recently. The title of the first, by Harry D. 
Wolfe, is “The Trend of Sales, Operating Ex- 
penses, and Profits of Department and Spe- 
cialty Stores by Departments, 1929-1934.” It 
analyzes, from the standpoint of sales, profits, 
and operating expenses, the departments in de- 
partment stores that are competing directly or 
indirectly with chain variety stores and gen- 
eral stores. Reports of the Controllers’ Con- 
gress of the National Retail Dry Goods Asso- 
ciation and data from the Fairchild publications 
were used in its preparation. The second study, 
by Theodore Riedelbauch, deals with “Radio 
as an Advertising Medium.” It was undertaken 
to ascertain and evaluate uses of the radio in 
advertising. Interviews were made in three 
hundred radio-owning homes and with twenty 
local advertisers. Replies to mailed question- 
naires were received from seventeen broad- 
casting stations. 


B. RESEARCH IN GOVERNMENT BUREAUS 


Federal Trade Commission 


The Commission’s investigation of Agricul- 
tural Income is nearing completion. It is a 
study of the relative decline in the incomes of 
farmers as compared with the incomes of the 
principal manufacturers and distributors of 
farm products and of goods manufactured from 
farm products. It includes an investigaticn of 
alleged restraints of trade among manu factur- 
ers and distributors and of the extent of al- 
leged concentration of control in various 


branches of trade in farm products and the 
manufacture of farm products. It will be avail- 
able in printed form when it is completed. 
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Another report in the series on the textile 
industry was released in November. It analyzes 
labor costs, profits, and investments of 613 cot- 
ton textile companies (including manu factur- 
ers of thread, cordage, and twine) for the 
July-December, 1935, period. It shows that the 
companies studied were, on the whole, more 
prosperous during the last half of 1935 than 
during the preceding six-months period. 

The sixth report in the Commission’s milk 
investigation was released recently. It covered 
conditions in the New York milk shed. Earlier 
reports were made on the situation in the Con- 
necticut, Philadelphia, Chicago, and Minne- 
apolis-St. Paul areas. A special report dealt 
with milk market regulation and certain prac- 
tices of distributors in Boston, Baltimore, Cin- 
cinnati, and St. Louis. 

The study of “Agricultural Implements and 
Machinery” is being continued. Under Public 
Resolution, Number 130, Seventy-fourth Con- 
gress, Second Session, the Commission was 
requested to determine “whether any corpora- 
tion engaged in the manufacture, sale or dis- 
tribution of agricultural implements and ma- 
chinery, of whatever kind and description, is, 
or within the past three years has been, violat- 
ing any of the antitrust acts of the United 
States, and the nature, extent, and effects of 
any such violation.” 


Bureau of Agricultural Economics 


The report of Richard O. Been and Dr. 
Frederick V. Waugh on “Price Spreads Be- 
tween the Farmer and the Consumer” is now 
available in printed form and copies can be 
obtained free from the Bureau. It contains a 
large amount of material of interest to mar- 
keting teachers, economists, and executives. It 
is a summary of the best available statistical 
facts about the spreads between prices of food 
products at the farm and prices of foods in 
the city store. The methods used to measure 
price spreads are explained in detail. No at- 
tempt is made in the report to analyze the 
figures for the purpose of deciding whether or 
not profits are too large at any particular point 
in the marketing system. The Federal Trade 
Commission’s study on “Agricultural Income,” 
mentioned above, will throw light on that ques- 
tion. The period covered by the report is 1913 
to 1935. Farm prices, retail prices, and the 
farm-to-retail price spreads are given on fifty- 
eight foods for each year. An estimate is given 
of the amount spent each year at retail stores 
for the fifty-eight foods by a workingman’s 
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family. It was lowest for the pre-War period 
of 1913-15 and this level was nearly reached 
again in 1933. The farm value of these foods 
is the income received by farmers for equiva- 
lent quantities of farm products required to 
supply the fifty-eight foods. The farm value 
of the fifty-eight foods was much lower during 
1932 and 1933 than in any previous year of the 
twenty-three-year period and barely rose to the 
1914 level by 1935. Hence, in 1933, although 
these foods cost the consumer more than in 
the pre-War period, the farmer received less 
for producing them. 

The report on “The Philadelphia Wholesale 
Fruit and Vegetable Market,” made by W. C. 
Crow in cooperation with the state colleges of 
Pennsylvania and New Jersey, which was men- 
tioned in the October issue of the JOURNAL, is 
now available in mimeographed form. It is con- 
cerned with the physical facilities of this mar- 
ket and its organization, and with marketing 
practices in general. It presents recommenda- 
tions for making the distribution system more 
efficient and for reducing the costs of market- 
ing through improved and properly regulated 
marketing -facilities. 

The “Survey of Per Capita Consumption of 
Foods in New York City” made in codpera- 
tion with the Division of Statistical and His- 
torical Research and the New York City De- 
partment of Public Markets, Weights, and 
Measures, is nearing completion. Dr. Waugh 
is directing this study. 

The Bureau is continuing its study of the 
security afforded by hedging in cotton. Its pur- 
pose is to determine the nature and extent of 
the protection afforded by hedges upon dif- 
ferent grades and staples, in different markets, 
and at different times. It is being made by L. D. 
Howell, R. E. Betts, and Leonard J. Watson. 
A study of the “Movement of Cotton Through 
Marketing Channels and Costs in Connection 
with this Movement” is being made by J. W. 
Wright. Its purpose is to ascertain the place of 
consumption of the cotton produced in various 
sections of the cotton belt, and to determine 
the lines of movement and points of concentra- 
tion essential to the most economical marketing 
of the crop. 

C. A. Burmeister and Knute Bjorka are con- 
tinuing their study of “Trends and Develop- 
ments in Methods and Practices of Marketing 
Hogs, Cattle, and Sheep.” Several manuscripts 
summarizing the results of their studies, made 
in 1933-36 to determine the extent to which the 
various kinds of livestock are purchased direct 
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in different areas of the country, have been 
prepared and are now being made ready for 
publication. 

A comprehensive study of the purchasing 
power of the net income per person on farms 
and the income per person not on farms will 
be completed by June, 1937. It will cover the 
periods: August, 1909, to July, 1914, and 1924 
to date. The study is being made in codpera- 
tion with several governmental and private 
agencies working on national income estimates, 


Bureau of Home Economics 


The Bureau of Home Economics is collecting 
detailed information on living costs on farms, 
in villages, and in small cities as its part of the 
“Study of Consumer Purchases” which is being 
made in cooperation with the Bureau of Labor 
Statistics and the Works Progress Administra- 
tion. (This study was described in the October 
issue of the JOURNAL.) The collection of sched- 
ules is nearing completion and it is stated that 
census type reports should be available in six 
to nine months. These will show consumer pur- 
chases and buying habits in different localities, 
at different levels of income, and by different 
family types. 

The Bureau of Home Economics is analyz- 
ing, from the nutritional viewpoint, the data 
secured by the Bureau of Labor Statistics in 
its study of money disbursements of the fami- 
lies of wage earners and low-salaried workers, 
which is being made primarily for the purpose 
of revising the cost-of-living indexes. A re- 
port on 73 winter diets of white families living 
in eight North Atlantic cities appeared in the 
July, 1936, issue of the Monthly Labor Review 
under the title “Nutritive Value of Diets of 
Families of Wage Earners and Clerical Work- 
ers in North Atlantic Cities, 1934-35.” It was 
written by Hazel K. Stiebeling. 


Report of the Secretary of Agriculture 


The “Report of the Secretary of Agricul- 
ture, 1936” contains a large amount of ma- 
terial that can be used to advantage in begin- 
ning marketing as a basis for class discussion. 
Copies can be secured free from the Govern- 
ment Printing Office. The sections on Farm 
Income and Buying Power, Foreign Trade in 
Farm Products, Crop Insurance, Marketing 
Agreements, Grading and Standardization, and 
Commodity Exchange Administration are par- 
ticularly useful. 





THE JOURNAL OF MARKETING 


Bureau of Labor Statistics 


Work on the Bureau's nation-wide survey of 
the money disbursements of the families of 
the wage earner and lower salaried clerical 
groups is continuing. This study is being made 
for the purpose of revising and extending the 
Bureau’s cost-of-living indexes, which are at 
present based on data collected in 1917-19. Five 
reports on different phases of the investigation 
have appeared in the Monthly Labor Review. 
The titles of these reports and the months in 
1936 in which they appeared are as follows: 
“Money Disbursements of Wage Earners and 
Clerical Workers in Eleven New Hampshire 
Communities” (March issue); “Food Con- 
sumption at Different Economic Levels” (April 
issue) ; “Money Disbursements of Wage Earn- 
ers and Clerical Workers in Richmond, Bir- 
mingham, and New Orleans” (May issue) ; 
“Money Disbursements of Wage Earners and 
Clerical Workers in Four Michigan Cities” 
(June issue); and “Money Disbursements of 
Wage Earners and Clerical Workers in Boston 
and Springfield, Massachusetts” (September 
issue). In the last mentioned report, it is stated 
that ‘‘the general similarity of spending among 
employed wage earners and _ lower-salaried 
clerical workers in large cities in different 
parts of the United States becomes increasingly 
apparent as more figures for the Bureau of 
Labor Statistics’ study of the current expendi- 
tures of this group become available.” In gen- 
eral, the percentage spent for food declines 
rapidly with increase in consumption level 
while the percentage spent for clothing, hous- 
ing, household operation, personal care, and 
community welfare remains virtually un- 
changed. “The percentage spent for furnish- 
ings and equipment, transportation, medical 
care, and gifts and contributions to persons 
outside the family, increases significantly with 
the consumption level of the family.” 

Several articles on codperatives that can be 
used to advantage in marketing classes have 
appeared in recent issues of the Monthly Labor 
Review. They are based on studies made by 
the Bureau of Labor Statistics and other gov- 
ernmental agencies. The titles of these articles 
are as follows: “Cooperative Societies Under 
the Rural Electrification Program” (Septem- 
ber, 1936); “Farmers’ Codperative Associa- 
tions, 1934-35 (September, 1936); “Codpera- 
tive Self-Help Movement in Utah” (August, 
1936) ; “Activities of Consumers’ Codperative 
Wholesale Societies in 1935” (June, 1936) ; and 
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“Consumers’ Codéperation in California, 1934- 
35” (May, 1936). Reprints of several of these 
studies are available. 


Works Progress Administration of Georgia 


Professor Maurice R. Brewster of Emory 
University supervised a study recently pub- 
lished by the Works Progress Administration 
under the title “Permanent Census Tracts for 
Metropolitan Atlanta.” It establishes several 
small census areas with permanently fixed 
boundaries so that comparisons can be made 
from year to year and from census to census. 
They were laid out with a view to approximate 
uniformity in population, and each was de- 
signed to include an area fairly homogeneous in 
population characteristics. This division into 
small permanent census areas will be helpful 
to marketing executives who wish to study th« 
purchasing power and population characteris- 
tics of different neighborhoods in the city in 
order to more economically direct their sales 
activities. 


Bureau of Foreign and Domestic Commerce 


Many publications of importance were re- 
leased by the Bureau of Foreign and Domestic 
Commerce in the latter part of 1936 and the 
early part of 1937. Among these was the 
“Fifty-eighth Annual Issue of the Statistical 
Abstract of the United States.” This 1936 issue 
gives a summary of authoritative statistics 
showing the trends in trade and industry, as 
well as social progress. It presents a digest 
of data collected by all statistical agencies in 
the national government, as well as those of 
private agencies in several states. 

Publications of value to those interested in 
foreign trade, issued during this same period, 
are: 

1. “Foreign Trade of the United States for 
the Calendar Year 1935,” which is a statistical 
and analytical summary of the total trade of 
the United States for 1935. This publication 
also includes detailed statistics for preceding 
years showing exports to and imports from the 
other nations of the world. 

2. “Foreign Commerce and Navigation of 
the United States for the Calendar Year 1935.” 
This is an annual publication in which statistics 
on both exports and imports are shown. Data 
cover trade of the United States and its non- 
contiguous territories with foreign countries, 
trade in gold and silver and intransit trade. 
The number, nationality and tonnage of ves- 
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sels entered and cleared in the United Stat 
with each country during 1935 are also shown, 
as well as customs districts, headquarters and 
ports of entry. 

3. “Foreign Commerce Yearbook 1936” was 
issued in January and is a compilation of eco- 
nomic statistics giving recent basic statistical 
information on commerce, industry and finance 
for more than sixty foreign countries, with 
comparable data for a series of earlier years. 

4. A trade information bulletin on “Foreign 
Markets for Wine and Other Grape Products” 
was issued in December 1936. This bulletin 
shows the United States as well as world pro- 
duction of these commodities. A table showing 
imports into the United States prior to pro- 
hibition and a summary of trade opportunities 
for wine and other grape products in various 
countries throughout the world, is also given. 

Recent publications of the Marketing Re- 
search Division include one on “Markets for 
Plumbing and Heating Facilities for Resi- 
dences.” This publication is based upon infor- 
mation gathered in connection with the real 
property inventory and unfilled 
market for such facilities. 

Three volumes have appeared in the series 
of publications on “Basic Industrial Markets in 
the United States.” The first of these was re- 
leased in June, 1936 and covered the textile 
industry. This was followed by the volume on 
iron and steel industries in December, and one 
on gas and electric facilities early in 1937. This 
series is of considerable value to industrial 
marketing executives as it presents an active 
picture of the size and location of those seg- 
ments of their markets represented by the vari- 
ous basic industries. Other volumes in this series 
will appear at a later date. 

The third in a series of trade association 
bulletins was released in December, This bul- 
letin dealt with the lumber industry, and in 
addition to presenting economic facts relative 
to this industry, it gives sources of more de- 
tailed information and a list, with addresses, 
of selected national and inter-state trade as- 
sociations. This series of bulletins which now 
includes one on the construction industry, 
foodstuffs industry, and lumber industry, 
will be followed shortly by publications per- 
taining to other important industrial groups. 
“A Directory of Selected National and Inter- 
state Trade Associations” appeared in January. 
This Directory contains information on more 
than 2,500 asociations. 


shows the 
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In October of 1936 the first public release 
was issued covering “Sales of Men’s Wear 
Chain Stores.” These releases, which have been 
issued monthly from that date, show the per- 
centage changes in sales of men’s wear chain 
stores, as well as breakdowns for suits, over- 
coats and topcoats by price classes, and sales 
of hats and men’s furnishings. 


Bureau of the Census 


“United States Summaries of Radio Broad- 
casting and Banking” was published in “ctober. 
The preliminary “United States Summaries of 
Retail Distribution and Service Establishments” 
was also released in October. 

Final Volumes II and III of retail trade, 
released on December 16, show sales totalling 
$33,161,276,000, a gain of 32.4 per cent over 
1933 and 67.5 per cent of 1929 sales. (Volume 
I and other final volumes will be issued at 
later dates.) Volume II presents data for 
stores, sales, personnel and payroll, while Vol- 
ume III gives data for stores and sales by 11 
kind-of-business groups. Data are given in both 
volumes by states, counties, and cities, down to 
2,500 population and remainder of each county. 
One of the most significant tables is a re- 
capitulation of stores and sales by city-size 
groups which shows that very little change has 
occurred in the relative position of cities as 
against rural stores, or between various sizes 
of cities. Another significant table presents a 
comparison of sales by states in Volume III. 
This table presents the comparison of stores, 
sales, employees, and payroll by states and geo- 
graphic divisions for the three census years 
(1935, 1933, and 1929) and contains compari- 
sons of the ratio of each state’s sales to the 
United States total. 

The preliminary “United States Summary of 
Wholesale Distribution” was released Novem- 
ber 27. Wholesale sales in 1935 totalled more 
than $42,000,000,000, an increase of 41 per cent 
over the total for 1933. More than half of the 
wholesale business of the country is concen- 
trated in the 13 largest cities, of more than 
500,000 population each. It is planned to re- 
lease final Wholesale Distribution reports in 


eight volumes, as follows: 
Volume I—Summary for the United States 
Volume II—States and Selected Cities 
Volume III—Cities and Counties 
Volume IV—Kind of Business, by Types of 
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Operations and by States 

Volume V-—Employment and Pay Roll 

Volume VI—Business Size Groups and an 
Analysis of Operating Expenses 

Volume VII—Credit Sales and Sales by 
Classes of Customers 

Volume VIII—Commodity Sales 

Volumes II and III will be issued by January 
10 and the others will follow. It is expected that 
the last volume, Volume VIII, will be issued 
by May 15. 

Reports on “Truck Transportation for the 
New England and Mountain States” have been 
released. 

The first of the final “Construction and Serv- 
ice Establishment” volumes was issued the lat- 
ter part of December, 1936. Reports for adver- 
tising agencies will be out in January. 

Reports for the distribution of manu- 
facturers’ sales have been released for four 
industries, namely: 

Motorcycles, Bicycles, and Parts 

3rushes and Brooms 

Business Machines 

Bakery Products 


Census of Manufactures 


A summary for 19 states, giving number of 
establishments, wage-earners, wages and value 
of products for 1935, 1933 and 1929 by indus- 
trial groups, was released October 31. Individ- 
ual preliminary reports for these states had 
previously been issued. The states included 
range from Maine to California geographical- 
ly, and from NewYork to Montana indus- 
trially. It is estimated that three-fourths of the 
total manufacturing for the United States is 
included in these 19 States. Preliminary state 
releases will not be made for the other 29 
states but final reports will be published for 
states by industries. 

Approximately 40 preliminary reports cov- 
ering individual industries have been released 
to January 1, 1937. The two most important 
industries covered to date are motor vehicles 
and bakery products. Comparative figures for 
1935, 1933, 1931 and 1929 are included in these 
industry reports. 


Census of Agriculture 


Volume I, which is a consolidation of the 
first series of state bulletins, is available as 
was noted in the October issue of the Jour- 
NAL. This Volume includes data for farms, 
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farm acreage and value, and selected livestock 
and crops. The second series is completed for 
all the states. This series gives data for farms 
and farm acreage, by size, land of part owner, 
farm population dwellings, labor, years on 
farm, part-time work; specified livestock and 
livestock products; annual legumes, vegetables, 
fruits and miscellaneous crops; and irrigated 
crop land. Volume II, which is a summary of 
these second series reports and Volume III, 
which will contain the statistics by subjects, 
(i.e., by color and tenure, size of farm, etc.), 
will be available sometime in January. 


Vital Statistics 


1936 annual summaries of a “Weekly 
Health Index,” covering 86 cities and of “Au- 
tomobile Accidents” will be available by Janu- 
ary 15. 

An index of Volume I “Vital Statistics Spe- 
cial Reports” for 1936 will also be released in 
January. These special reports are available at 
all depository libraries as well as at many col- 
lege and university libraries. 


Other Data 


Yearly population estimates, as of July 1, 
1930-1936, are available for the several states. 
Estimates for counties and cities have not been 
made. 

The issuance of current industrial reports 
is an expanding part of the work of this Bu- 
reau; and it is hoped that in time most of the 
major commodities and services covered by the 
biennial “Census of Manufactures” and the 
“Census of Business” may be reported cur- 
rently, in enough detail to provide a basis for 
accurate production, sales, and employment in- 
dexes. 


C. RESEARCH IN PRIVATE ORGANIZATIONS 
American Association of Advertising Agencies 


The Association has in process a continuing 
study of “Market and Newspaper Statistics,” 
which was started five years ago. As each sec- 
tion of the study is completed, it is released in 
printed form. Copies are given to members and 
sold to the general public. Richard Turnbull is 
in charge of the study. Its purpose is to help 
space buyers determine: (1) the size and char- 
acter of markets, as indicated by population, 
number of families, the percentage of English 
reading persons, and income tax returns; (2) 
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the cost of reaching these markets with news- 
papers, including comparison between markets ; 
(3) the differential between local and national 
rates; and (4) the amount of circulation ob- 
tained through special inducements. Section B 
of the fifth volume of “Market and Newspaper 
Statistics” was released recently. It presents 
data for 62 cities in the United States and 
Canada having a population of more than 
100,000 for which A.B.C. Audit Reports were 
issued for periods ending March 31 and June 
30, 1936. (Cities having Audit Reports for 
periods ending September 30 and December 31, 
1935, were included in Section A which was 
released on June 20, 1936.) The data were se- 
cured from A.B.C. Audit Reports, government 
census reports, and figures published by the 
United States Treasury Department in “In- 
dividual Income Tax Returns for 1934.” (The 
address of the American Association of Ad- 
vertising Agencies is: 420 Lexington Avenue, 
New York City.) 


Dun and Bradstreet, Inc. 


The Research and Statistical Division of 
Dun and Bradstreet, Inc., has recently assem- 
bled in one volume its entire retail survey of 
over a hundred trades and it is available to 
educational institutions without charge. These 
detailed analyses of profit and loss statements 
can be used to advantage in courses in mar- 
keting, retailing, sales management, and credits 
and collections. The surveys are based on op- 
erating statements for the year 1935 secured 
from 25,000 concerns. (The address is: Dun 
and Bradstreet, Inc., 290 Broadway, New 
York City.) 


Institute of Distribution 


A revision of the “Chain Store Manual” by 
John P. Nichols, Assistant Managing Director, 
was published in October, 1936. It can be used 
to advantage in courses in which the economic 
aspects of chain store distribution are dis- 
cussed. Several pamphlets dealing with the 
Robinson-Patman Act have been released re- 
cently. Among them are: “The Influence of 
the New Robinson-Patman Act on Buying and 
Selling,” “A Robinson-Patman Act Calendar 
from Date of Signing, June 19, to October 21,” 
“What the National Distributor Should Know 
About the New Robinson-Patman Act,” “What 
Manufacturers Should Know About the New 
Robinson-Patman Act,” and “Important Con- 
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structions of the Wording of the New Robin- 
son-Patman Act.” 

“Is the Local Merchant Doomed?” is the 
title of a study of individually owned food 
stores in Texarkana, Texas, by Dr. Paul C. 
Olsen, Director of Research. Data were ob- 
tained from the mercantile credit books of Dun 
and Bradstreet, Inc., and its predecessor com- 
pany, R. G. Dun and Company. The purpose 
of the investigation was to determine whether 
or not differences existed in the rate of estab- 
lishment and failure of individually owned 
food stores in twelve recent years (1925-1936) 
as compared with twelve years (1901-1912) a 
quarter of a century ago. The study is avail- 
able in pamphlet form. 

A revision of the Retailers Manual of Taxes 
and Regulations” was released in November, 
1936. Its purpose is to summarize, classify, and 
tabulate existing tax, license, and regulatory 
laws affecting the operation of general mer- 
chandise stores. Sources of data were copies 
of the laws and conferences and correspond- 
ence with enforcement officials. This study can 
be used to advantage in courses in general 
marketing and retailing. (The address of the 
Institute of Distribution is: 570 Seventh Ave- 
nue, New York City.) 
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Limited Price Variety Stores Association 


A study of “Cosmetic Taxation in America: 
Past, Present, and Future,” prepared by Robert 
E. Bauer of the Legislative Department and 
Dr. Paul C. Olsen, Director of Research, is 
available in pamphlet form. The purpose of 
the investigation was to collect and summarize 
all available facts about past and existing fed- 
eral and state excise taxes on cosmetics and 
toilet preparations. The sources of data were 
copies of laws and all references to them ap- 
pearing in the trade journals current at the 
time that these laws were in force. 

The conclusion is reached that all cosmetic 
excise tax levies have been enacted at times 
when the need for more federal or state rev- 
enues was most insistent. The growing un- 
popularity of general sales taxes may lead in 
the near future to their replacement by excise 
taxes on specific articles, such as cosmetics. 
This study can be used to advantage in courses 
in general marketing and in retailing in a dis- 
cussion of the advantages and disadvantages 
of this type of taxation and the problems in- 
cident to its successful administration. (The 


address of the Limited Price Variety Stores 
Association is: 


York City.) 


570 Seventh Avenue, New 
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Gross, Micnaet. Dealer Display Advertising. 
New York: The Ronald Press. 1936. 182 pp. 
$3.00. 

The author, president of a lithograph com- 
pany, gives the reader ample evidence of his 
intimate knowledge of dealer display adver- 
tising which is based upon two decades of ex- 
perience with this one advertising medium. The 
book is highly practical and fills the definite 
needs for which it was planned, namely, as a 
guide to executives in their attempt to secure 
maximum returns from dealer displays. A 
minimum amount of space is devoted to me- 
chanics and a maximum amount to suggestive 
tests as to what constitutes good point-of-sale 
advertising. 

The first ten chapters carry the reader 
through the actual process an advertiser would 
follow in securing and using dealer display 
materials. Beginning with the allocation of the 
appropriation it takes up in turn the prelim- 
inary suggestions, the finished idea, details of 
placing the order, timing the release of the 
display and the actual use of it by dealers. 

In the next two chapters Mr. Gross dis- 
cusses many details, such as copy, the clerks’ 
side of counter displays and laws governing 
window and store display, which defied clas- 
sification in his previous discussion of the se- 
lection and use of this medium. These chapters, 
with a final one on “Trend in Point-of-Sale 
Advertising,” round out the presentation of the 
subject. An appendix presents a series of ques- 
tions and answers upon various techniques and 
terms used in the preparation of lithographic 
display materials. 

Throughout the entire volume the author 
stressed (1) the need for research among the 
companies’ own salesmen and with its dealers 
as a source of ideas for usable displays, (2) 
the need for efficient planning, both for the 
production and for the efficient distribution of 
display materials, and (3) the use of a lithog- 
rapher who specializes in producing point-of- 
sale materials. 

This book in addition to being a valuable 


and practical treatise for advertising men 
merits the serious attention of teachers of ad- 
vertising who will find it of interest and value 
as supplementary reading for their students. 
Epwarp L. Lioyp 
United States Department of Commerce 


KALLEN, Horace M. The Decline and Rise of 
the Consumer. New York: D. Appleton- 
Century Company. 1936. 484 pp. $2.75. 

The implications of the title are borne out 
in the plan and content of the book. The con- 
sumer’s early preéminence, his decline with 
the introduction of industrial capitalism and 
his resurrection through the instrumentality, of 
course, of consumers’ cooperation are strik- 
ingly presented. The contents are divided into 
three books: (1) The Producer’s World, (2) 
The Economics of Freedom and (3) The Con- 
sumer’s Future. In the first book the position 
of the consumer in primitive society, slave 
economy, etc., and the perversion of his posi- 
tion under capitalism are analytically treated. 
In the second book, consumers’ codperation is 
studied philosophically and factually as thie 
medium for the reéstablishment of the con- 
sumer and the restoration of consumption to 
its rightful heritage. The third book deals, in 
part, with the future when the cooperative 
economy will have replaced both communistic 
and capitalistic economies of whatever char- 
acter. 

The first book is impressively done, open- 
ing up many new vistas to the reader interested 
in the social and economic interpretation of 
history in terms of the consumer. The second 
book is too broad in its factual scope; while 
the third book contains a great deal of wishful 
thinking, particularly in its treatment of fas- 
cism and communism and their evolutionary 
displacement by consumer cooperation. 

The book follows a common pattern of pres- 
entation of the evils of modern capitalism; 
with schools of commerce, corporate structures, 
accounting and advertising bearing the brunt 
of the attack. This over-emphasis of the evil 
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in the institutions of capitalism on the one 
hand and the essential good in consumer co- 
operation on the other, leaves the reader with 
a feeling that a book which approaches the 
heights of great consumer literature at times, 
becomes in many places merely superficial 
hypercriticism., 

Errors in the use of business terminology, 
and the author’s refusal to refrain from wish- 
ful predictions, are disappointing to a studious 
reader. The Epilogue completes the book in a 
flare of utopian ideology that fails to maintain 
the standards established in the first part of the 
work and is likely to be unfortunate when the 
edict of time writes its review. 

Orin E. Burey 
Ohio State University 


Mercer, T. W. Toward the Codperative Com- 
monwealth. The Codperative Press, Ltd., 
Manchester, England. 220 pp. $3.50 


This book was prepared under the supervi- 
sion of a small committee appointed by the di- 
rectors of the Codperative Press Limited and 
for that reason may be regarded as an “official” 
story of the consumer codperative movement 
in England. The author was released from 
other duties by the Press to enable him to 
write “a comprehensive and readable account 
of the origin, development, expansion and pres- 
ent activities of the Codperative Movement.” 

The author divides his book into eight sec- 
tions, the first seven tracing the movement from 
the days of the prophets and theorists in 1750 
to the present, when one third of the population 
in England is associated with the movement. 
The last section of the book is devoted to the 
possibilities of the movement. 

Mr. Mercer shows how necessity brought 
about the formation of the British and Scottish 
wholesale societies; the Codperative Union, to 
unify and consolidate the movement; the in- 
surance and banking organizations ; codperative 
education and publications. 

The twentieth century brings with it the 
further growth of the movement, the acquisi- 
tion of tea lands in Ceylon and India, wheat 
lands in Canada, and expansion in the whole- 
saling and manufacturing of goods. The War 
gave private enterprise an opportunity to seri- 
ously injure the codperatives by means of con- 
scription, food and fuel control boards, and new 
taxations. This War time hostility caused the 
codperators to abandon their time honored 
practice of political neutrality. The Codpera- 
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tive Party was formed and has elected several 
representatives to Parliament. 

The recent years have seen an increased 
amount of education and publicity, the better 
use of advertising and store display, modern- 
ized stores, amalgamations of societies, and the 
introduction of a modified system of install- 
ment selling of certain goods. 

The outstanding characteristics of this new 
book on the codperative movement in England 
are that the author has an intimate first hand 
knowledge of the movement, has faith in its 
triumphant future, has an interesting style, and 
stresses the important. He has produced a book 
that the reviewer recommends to teachers and 
business men who wish to obtain an under- 
standing of the origin, development, and pres- 
ent activities of the codperative movement in 
England. 

ARTHUR E. ALBRECHT 
College of the City of New York 


Nicuots, J. P. Chain Store Manual. New 
York: Institute of Distribution. 1936. 143 pp. 
50¢. 

Although in his introduction Mr. Nichols 
states that this monograph is not intended “as 
a medium of propaganda... but is merely an 
effort to give the public the latest and most 
authentic facts pertaining to the industry,” the 
unbiased reader can hardly refrain from enter- 
taining the notion that it is an apology (in 
the best sense of that term) for the chain store 
as a marketing institution. 

The volume is an extremely well-organized 
and well-written summary of material in favor 
of chain distribution. Its bias, if any, consists 
in the fact that certain data, not particularly 
favorable to chain stores, are omitted and cer- 
tain other similar information is played down 
rather than up in the process of presentation. 
The pamphlet reflects a background of the most 
exhaustive research of all the facts available 
on the subject. 

The monograph is built around the following 
general subject headings: 

Statistical data concerning chain stores and 
their general position in the distributive sys- 
tem. 

The growth of retailing with special em- 
phasis on the growth of chain stores. 

Operating facts concerning chain systems. 

Hostile legislation. 

Answers to criticisms of the chain method 
of distribution. 
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A bibliography. 

Much of the information presented in con- 
nection with chain operations is unusually in- 
teresting. The section dealing with legislation 
against this type of retail outlet is undoubtedly 
one of the most useful discussions of that sub- 
ject both from the standpoint of the practical 
marketing man and from that of the teacher 
of the subject which has yet been published. 
The bibliography is unusually full and com- 
plete. 

On the whole, it is probably fair to say that 
the contents of this publication are such as to 
justify the conclusion that every person in- 
terested in marketing either from an academic 
or from a business standpoint should have it 
available for consultation. In using it, how- 
ever, teachers should be careful to caution stu- 
dents to recognize and allow for the fact that in 
spots its presentation is not so impartial as 
might be desired. R. S. ALEXANDER 

Columbia University 


Nystrom, Paut H. Elements of Retail Selling. 
New York: The Ronald Press, 1936. vii +- 
369 pp. $2.40. 

This interesting book is, as expressed by the 
author, “A manual for beginners in the retail 
business.” It presents certain materials for the 
guidance of novices whether they be employed 
in stores or registered in courses in high or 
vocational schools. The emphasis is on retail 
selling technique but a limited amount of ma- 
terial comparable to that normally presented 
in courses in Retail Merchandising is included. 

A very elementary picture of the nature of 
retailing and the various types of stores in- 
troduces the subject matter of the book. A 
group of chapters under such heads as “Busi- 
ness Manners,” “Selling Personality,” and “Get- 
ting a Good Start in the Retail Business,” pre- 
sents very good advice for both beginners and 
those with limited experience. Throughout this 
portion of the book the problems arising in the 
first year or so of employment are emphasized. 
Six of the nineteen chapters are under .the 
common heads used in most books on retail 
selling. But the contents are fresh and up to 
date. Contributions of modern psychology are 
drawn upon and practical sales situations are 
presented and good technique in handling them 
is explained. 

A chapter on “Store Housekeeping,” dis- 
cusses the physical aspects of retailing by touch- 
ing on such diverse subjects as the proper ma- 
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terial for floors, equipment used in cleaning, 
and what to do when certain accidents occur. 
One of the most valuable chapters is devoted 
to a description of handling incoming mer- 
chandise, pricing and marking, and the care of 
both forward and reverse stock. A useful chap- 
ter on “How to Get Ahead in the Retail Busi- 
ness” concludes the book. Some may question 
the overemphasis on store accidents as shown 
by the discussion of this topic in two different 
chapters and the wisdom of devoting an entire 
page to the problem of counterfeit money. 

The recent extension of Federal financial 
support to courses in distribution emphasizes 
the current importance of this book; but at the 
same time, students and teachers of marketing 
have an important function to perform in shap- 
ing courses to be offered. A part of the author’s 
contribution is this book. 

If one may venture a suggestion it is to the 
effect that something more than the type of 
training here indicated is needed. The impor- 
tance of teaching selling and routine of store 
employment is granted. But this reviewer, at 
least, feels that it is essential that training in 
the methods and problems of store manage- 
ment is vitally necessary. Thousands of high 
school students will enter small stores in the 
future; many will ultimately become owners or 
managers. Hence may it be suggested that the 
type of course indicated by the outline of this 
book be supplemented by a treatment of the 
more managerial problems. 

H. H. MAyNnarp 
The Ohio State University 


BiceLtow, H. F. Family Finance. Philadelphia: 
J. B. Lippincott Co. 1936. 519 pp. $3.00. 


Prof. Bigelow’s book is of interest to mar- 
keters in that it deals directly with the econom- 
ics of consumption. The purchases for con- 
sumption outrank all other kinds of purchases. 
Better marketing methods wait upon a sounder 
knowledge among marketing managers of con- 
sumer wants and requirements. This work is a 
contribution to the knowledge of consumer de- 
mand. 


Cuitps, H. L. ed. Propaganda and Dictator- 
ship: A Collection of Papers. Princeton, 
N.J.: Princeton University Press. 1936. 153 
pp. $2.00. 


This is a collection of articles describing 
modern propaganda and its uses in connection 
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with the dictatorships in Europe. It is broadly 
of interest to students of marketing for its 
illuminating treatment of publicity in all its 
forms for the control of public opinion. 

The dictatorships are apparently today using 
advertising and other effective means of selling 
with greater thoroughness and intensity than 
does business itself, although the arts of propa- 
ganda are usually considered as of commercial 
origin. Business may learn valuable lessons 
from the experiences of politicians not only 
abroad but in this country as well on the tech- 
nique of publicity. 


Corwin, E. S. The Commerce Power vs. State 
Rights. Princeton, N.J.: Princeton Univer- 
sity Press. 1936. 273 pp. $2.50. 

Prof. Edwin S. Corwin, a distinguished au- 
thority on constitutional law, outlines what the 
Constitutional Convention had in mind when 
it vested the right to regulate commerce among 
states to Congress. He then goes on to show 
how this Congressional power has since been 
interpreted down to and including the recent 
efforts to introduce trade regulations under 
the N.R.A. 

The Courts, according to Prof. Corwin, have 
followed lines of reasoning which have largely 
changed the original intentions of the framers 
of the Constitution, and he closes with the 
suggestion that the Supreme Court itself, if it 
so elects, may go back to a literal interpretation 
of the original constitutional commerce clause. 
This policy, if adopted, would undoubtedly have 
startling implications and effects upon the mar- 
keting institutions of this country. 

Prof. Corwin’s viewpoint deserves the at- 
tention of business executives responsible for 
marketing policies, as well as of advanced stu- 
dents of marketing. 


DoupMAN, J. R. Principles of Retail Merchan- 
dising. 213 pp. 

Dycert, W. B. Advertising Principles and 
Practice. 212 pp. New York: Longmans, 
Green & Co. 1936. $1.00 per copy. 

The two volumes whose titles are presented 
above form a part of a series of eight books 
entitled “American Business Fundamentals” 
issued under the editorship of Dr. Justin H. 
Moore, Dean of the School of Business and 
Civic Administration of the College of the City 
of New York. Prof. Doubman’s book is a brief 
but comprehensive and clearly written manual 
dealing with the fundamental operations of re- 
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tail stores. Prof. Dygert has drawn up a simi- 
larly comprehensive manual on advertising. 
Both works are purposely elementary in or- 
ganization and presentation. Chapters are short 
and easily read. There is a set of review ques- 
tions following each chapter and an ingenious 
outline of references at the beginning of the 
book. Both are excellent little first readers in 
their representative fields. An interesting point 
concerning these books is that they are sub- 
stantially bound in leatherette and offered for 
students’ use at the low price of $1.00 each. 


Fitz Patrick, P. J. The Problem of Business 
Failures. Philadelphia: The Dolphin Press. 
1936. 157 pp. $2.25. 


This book presents the results of a careful 
study of the extent, the costs, and a number of 
very practical suggestions on the remedies for 
business failures. Separate chapters deal with 
industrial failures and retail failures. There is 
also one of the best bibliographies available on 
the subject of business failures. 

In this study the author, who is Professor 
of Economics in the Catholic University of 
America, has utilized such statistics and facts 
on business failures as are available. A proper 
criticism might well be levied not at this work, 
but at the lack of comprehensive facts on this 
phase of our economic life. This work deals 
of necessity with the outright casualties of 
business. Probably the most serious failures 
socially and economically considered, are the 
many thousands of concerns that never reach 
the bankruptcy courts, but which fail to get the 
business that they should have and would have 
if more properly conducted. Probably the 
author would agree that a better and more 
widespread system of practical as well as scien- 
tific training for those who embark in business 
ownership and management would tend to re- 
duce the social and economic losses so clearly 
outlined in this book. Clearly one of the best 
approaches to an understanding of business and 
its needs is through an analysis of its troubles 
and difficulties. Dr. Fitz Patrick has made a 
competent contribution on this phase of busi- 
ness. 


Lairp, D. A. How to Use Psychology in Busi- 
ness. New York: McGraw-Hill Book Co. 
1936. 378 pp. $4.00. 

Dr. Laird, Professor of Psychology in Col- 
gate University, is rapidly becoming, if indeed 
he has not already earned the rating of one 
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of the best popularizers of the applications of 
scientific psychology to business in our day. 
This fact should be all the more significant 
when it is added that Dr. Laird’s own re- 
searches in his Rivercrest laboratory are of a 
high order and the reports of his researches 
and other books are in excellent taste and 
style. 

The present book which is the most recent 
of his works covers more ground than his 
former works in attempting to lay the founda- 
tions of the applications of psychology to pres- 
ent day business. Many of the chapters are 
based on materials formerly published in a 
wide varicty of scientific trade and popular 
periodicals. The practical value of the work 
may be inferred from such chapter titles as: 
“How Interests Can Help Brains,’ “Lazy 
People and Interests,” “Ability to Get Along 
with People,” “How to Tell When Someone Is 
Lying,” “Some Ways to Read Character,” “The 
Most Effective Methods of Using Human 
Strength,” and “Dressing for Efficient Work.” 
The final chapter, “Those Who Can Lead in 
Business” presents a summary of points of 
significance in leadership and executive man- 
agement. While the facts and viewpoints are, in 
the opinion of this reviewer, psychologically 
sound, the style throughout is that of business 
or sales literature. The business man or stu- 
dent accustomed to the ordinary forms of writ- 
ing used in today’s business literature should 
find himself well at home in Dr. Laird’s book. 
Students may well find this book assigned as 
supplementary reading a most interesting as 
well as profitable exercise. 


McFartanp, F. W. Good Taste in Dress. 
Peoria: The Manual Arts Press. 1936. 108 
pp. $1.00. 

The importance of personality and particu- 
larly of appearance in modern selling needs no 
stress here. It may be important, however, to 
list occasional books which deal with the arts 
of appearance and particularly of dress in a 
manner particularly useful to salespeople. Miss 
McFarland’s little volume may be sincerely 
recommended to saleswomen as an excellent 
and practical manual of suggestions on “Good 
Taste in Dress.” 


Puetps, C. W. More Profits from Charge Busi- 
ness. Chicago: Household Finance Corp. 


1936. 100 pp. $0.25. 
In the “Book Notes” presented in the Oc- 


tober issue of the JoURNAL attention was 
called to a brief pamphlet prepared by Prof. 
Phelps on “The Ten Hidden Losses in Slow 
Charge Accounts.” The present work carries 
the results of Prof. Phelps’ studies into such 
details as pertain to the successful operation of 
a credit business. Brief, practical, lucidly writ- 
ten chapters discuss such subjects as: “Credit 
and Collection Policies,’ “What to Do About 
Delinquent Accounts,’ “Promoting Increases 
in Charge Business on Economic Lines,” “Re- 
ducing Wastes and Losses,” and “Making Your 
Credit Business more Ethical and Fair to All.” 
Prof. Phelps’ studies deserve the attention of 
the marketing field, and the Household Finance 
Corp. is to be complimented on the presentation 
of these materials in such practical form at 
such low cost. 


Rowe, J. W. F. Markets and Men: A Study of 
Artificial Control Schemes in Industry. New 
York: Macmillan Co. 1936. 259 pp. $2.00. 
Readers of this book will find in it a very 

sane and healthy antidote for the starry-eyed, 
amateurish schemes variously termed economic 
planning with which this country is now beset. 
The serious reading of this simple account of 
the attempts to control production and markets 
in coffe, wheat, sugar, rubber and tin may not 
result in the abandonment of economic plan- 
ning and marketing regulation, but should at 
least temper the enthusiasms of its proponents 
in a practical way. 

Market restriction and control are today the 
favorite projects of many business men as well 
as students. Numerous efforts are being made 
to introduce such regulation and control by a 
wide variety of schemes and devices. Caring 
little, and often knowing less about the history 
of similar efforts made in the past, such proj- 
ects constitute an affliction if not a menace to 
our body economic. By all means let reform 
go on, but let us insist on seeing the record 
concerning previous efforts. The record may 
encourage birth control in economic fallacies 
and greater selectivity in the adoption of pro- 
posals for the good of our country. 


Rupoteu, H. J. Four Million Inquiries from 
Advertising. New York: Columbia Univer- 
sity Press. 1936. 101 pp. $5.00. 

As suggested by the title, this is a special 
study of coupon returns from national adver- 
tising. The 4,000,000 inquiries were received 
from the advertising of 15 different products 
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as a result of advertising in 1,800 magazines 
over a period of approximately 5 years. 

The purposes of the study were to establish 
the value of coupon advertising and to deter- 
mine the condition of response productivity 
in the use of coupons. The study deals solely 
with coupon responses and not with actual 
sales, consequently the cost analyses refer to 
costs per ‘return, and not costs in relation to 
sales. 

Several interesting conclusions are pre- 
sented, such as the directly cumulative effect 
of increased size of advertisements, the higher 
productivity from the use of color, the better 
results from the use of titles of not more than 
12 words presented in not more than two lines, 
the confirmation of the usefulness of illustra- 
tion, the danger of too much copy, the value 
of the use of a large sized coupon, and the 
unerring appeal to most inquiries of the free 
sample. 

Relative to the position of the advertisement 
in periodicals, the left hand side registers a 
slight advantage over the right hand. Responses 
from the same copy varied enormously among 
the magazines used. Perhaps the reasons for 
this variance should have been discussed in 
somewhat greater detail. The variations in pull- 
ing power of advertising over a period of time, 
following the appearance of the advertisement 
is ably shown by a well defined curve that 
reaches its peak between two and three weeks 
after the issue of the magazine, then drops off 
sharply during the next three or four weeks, 
and more gradually thereafter with occasional 
returns up to a year or more after the appear- 
ance of the advertisement. , 

There is also a marked seasonal variation in 
the tendencies to reply to coupon advertising. 
There is a surprising peak activity in the short 
month of February, with a secondary peak ac- 
tivity in the month of August. The effects of 
holidays such as Thanksgiving, Christmas and 
New Year’s were found to be definitely adverse 
to coupon response. final conclusion was 
that even the products most successfully ad- 
vertised have over a period of years a series 
of phases of rise, culmination and decline. 

This is a type of study that deserves com- 
mendation for its contributions to advertising 
knowledge. More of such studies will help to 
dispel the mysteries with which the sooth- 
sayers of advertising are now so deeply con- 
cerned. 
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Scuett, E. H. Administrative Proficiency in 
Business. New York: McGraw-Hill Book 
Co. 1936. 292 pp. $2.50. 


It is coming to be recognized that there is 
a scientific technique as well as an art in the 
administration of the affairs of a business as 
much as there is in the processes of manufac- 
ture or in the arts of selling. Ambitious young- 
sters hoping to become business administrators 
are as much in need of education and training 
in this technique as in the mastery of the other 
technical processes required in business. 

Prof. Schell of M.LT. has established a 
recognized and well merited lead in the de- 
velopment of organized, teachable knowledge of 
use to executives and managers. The present 
work is a well planned book that should prove 
useful as a textbook for students in advanced 
courses in business as well as a guide for junior 
business associates training for business ad- 
vancement. 

In the method of presentation Professor 
Schell uses a terminology common to philoso- 
phy but somewhat unusual in business litera- 
ture. This terminology and method gives to 
the book more of a didactic air than the subject 
deserves. Indeed, the details of treatment are 
more human and personal than the chapter 
titles suggest. Despite this formality of head- 
ings, the book may receive a wide acceptance 
among those who know of Prof. Schell’s wide 
researches and substantial work in this field. 


Wess, E. B. How to Sell to and Through De- 
partment Stores.'New York: McGraw-Hill 
300k Co. 1936. 216 pp. $2.50. 


Mr. Weiss, vice-president of the Grey Ad- 
vertising Agency, Inc. has in this work, which 
first appeared as a series of articles in Printer’s 
Ink, drawn up a description of department store 
operation intended primarily for the informa- 
tion and use of manufacturers and producers 
whose goods are sold through department 
stores, or who would like to have their goods 
sold through department stores. The 19 chap- 
ters present a great deal of information about 
the way department stores are operated, facts 
needed by the manufacturer seeking the co- 
operation of such stores in the sale of his prod- 
uct. Department stores must of necessity be 
highly systematized in their methods of opera- 
tion. These systems often seem devilishly irri- 
tating to the manufacturer’s representative 
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seeking a department store outlet for his goods. 
Mr. Weiss manages to demonstrate that while 
department store buyers are often hard boiled 
they do not really have horns or hoofs. There is 
enough information in this book to serve not 
only as a useful education for manufacturers 
and their representatives, but also for supple- 
mentary reading for young men and women in 
department stores. 


Wotrr, D. G. The Business Paper Editor at 
Work. New York: McGraw-Hill Book Co. 
1936. 54 pp. $1.50. 


Mr. Wolff, Editor of Textile World has in 
this brochure drawn up a very interesting out- 
line of the place and function of the duties and 
responsibilities of the business paper editor and 
of the editor’s technique. This book should be 
required reading for all advertisers and their 
agents who are users or who may become users 
of business papers. 


Wricnt, M. Getting Along with People. New 
York: McGraw-Hill Book Co. 1935. 310 pp. 
$2.50. 

The spirit of present day business may be 
expressed as getting what you want through 
getting along with people. The subject of this 
book is a popular one with many other writers. 
Some of the outstanding examples of sales 
successes of non-fiction books have dealt with 
this subject. 

Mr. Wright’s book is distinctive in its com- 
prehensiveness as well as in its chapter sum- 
maries and simple case problems. An appendix 
presents the author’s ideas as to how these case 
problems should be solved. The literature of 
personality is a necessary educational supple- 
ment to much of our heavy reading in market- 
ing. A pleasing personality, after all, goes a 
long ways towards paving the way for business 
success. Many students will find Milton 
Wright’s book both useful and interesting. 


Wyman, P. Magazine Circulation: An Outline 
of Methods and Meanings. New York: The 
McCall Co. 1936. 197 pp. Privately published. 


What is called the circulation of magazines 
and other periodicals is literally the same thing 
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as selling applied to other goods and services. 
The sales manager of a magazine is called a 
circulation manager. The problems of circula- 
tion are identical in principle with the problems 
of selling other consumer goods. This is the first 
comprehensive work, so far as the reviewer 
knows, published in this country on magazine 
circulation. It outlines and describes the various 
channels of distribution and the selling methods 
used in each. It shows the habits governing 
customers who patronize news stands. The de- 
scription of the direct selling methods used in 
obtaining subscriptions are both interesting and 
valuably suggestive on methods of selling, use- 
ful in selling any goods or services direct to 
consumers. This book closes with an exposé 
of circulation abuses, fakes and frauds of which 
the magazine business apparently has more than 
its share. In most periodical publishing houses 
the revenue from circulation is inconsiderable 
compared with the revenue from advertising. 
Though a circulation be essential to a periodi- 
cal, the circulation department most frequently 
occupies the rumble seat of the magazine set-up. 
Its economic policies are often determined by 
their effects on advertising. Every student of 
marketing should sometime or other read this 
book and no disinterested student will quibble 
about the occasional references to that well 
conducted periodical McCall’s Magazine. 


FiLene, E. A. Next Steps Forward in Retailing. 
Written with the collaboration of Werner A. 
Gabler and Percy S. Brown. New York: 
Harper & Bros. 1937. 309 pp. $4.00. 


An interesting account of present day de- 
partment store practices, of recent progress in 
retailers coOperation and prospective develop- 
ments of consumers cooperation in the depart- 
ment store field. 


Bratt, E. C. Business Cycles and Forecasting. 
Chicago: Business Publications Inc. 1937. 
501 pp. $3.50. 

An up-to-date and systematic treatise and 
textbook on the causes of economic change, and 
methods of measuring such changes, and the 
possibilities of projecting and forecasting such 
changes for practical economic and social pur- 
poses. 

















“BACKGROUND” 





In the satisfactory compilation of questionnaire, media, and sales data there 
is an essential often overlooked. Frequently it is more important than any 


other contributing factor “Background.” 


Through a reasonable expenditure, the most modern and complete mechani- 
cal facilities may be obtained; machines designed for the special purpose. 


But mere expenditure will not buy “Background.” 


R. & S. personnel includes specialists trained in the technique of compiling 
and tabulating market research data. Its mechanical equipment is entirely mod- 
ern; some special. But its years of experience have created something 


“Background.” 


In performance and delivery, R. & S. has established a fine record; particu- 
larly in an ability to meet emergency and short-time demands. A contributing 


factor in this record has been “Background.” 


Consultation with R. & S. early in the planning of a survey often results in 
appreciable savings in time and cost of tabulation and analysis. Again there 


is the factor “Background.” 
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